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Here is across-the-tabie year-round tax counsel..,, 


for alertness to all new developments — for establishing ad. 
vantageous tax positions—for incurring minimum tax liability 


Montgomery’s FEDERAL TAXES 1948-49 
CORPORATIONS and PARTNERSHIPS 


1 summation of all phases of corporate taxation ... for 
use in the particular tax situation of the particular business. 


This volume gives you everything you need to handle thi- year’s 
questions of taxability of income, time of its recognition. and tax 
treatment of gains or losses. The book is a constant aid in close 
questions where variances in circumstances and situations govern 
the taxability of a corporate transaction. It aids in the determina. 
tion of what forms of organization, plans or undertakings will have 
ihe effect of reducing taxes and which will not. Explains bases and 
2 Volumes, $20 methods ef accounting and reporting ... shows what to watch for 
and what to do. 





FEDERAL TAXES—ESTATES, TRUSTS and GIFTS 


A penetrating analysis of the far-reaching effects of the 1948 
Revenue Act—how it affects you, how it benefits you. 










Estates, Trusts and Gifts brings you to date and keeps you abreast of all new 
developments. Helps in practical estate planning to reduce both the estate and 
income taxes. Gives pertinent information on the application of the estate tax. 
the gift tax and features of income tax peculiar to decedents. estates and trusts. 
Safeguards against defeat of intention and incurrence of multiple taxation. 


1 Volume, $10 


Ready in December ...... Reserve your subscription today. 





THE RONALD PRESS COMPANY e 15 East 26th St., New York 10 








¢6 BIG BENEFITS 
to Your Clients 


IN A JAMISON INSURANCE AUDIT 
|. SURVEY OF EXPOSURES TO LOSS 


Particular attention is given to those loss exposures which could lead 
to large uninsured or inadequately insured losses. 


2. PREMIUM SAVINGS AVAILABLE 

The savings in premium available on present policies are frequently 
more than sufficient to cover the cost of essential increases as well 
as new coverages. 


3. REPORT ON THE ANALYSIS OF POLICIES AND COVERAGES 
Qur reports point out in layman’s language what is needed to make 
each policy contract broad enough to fully cover all probable losses. 


HERBERT L. JAMISON & CO. 


INSURANCE SURVEYS AND AUDITS 
ONE ELEVEN FULTON STREET « NEW YORK 
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Were they shooting at you again last night? 


Stolid office manager Bob Stone 
dreams painfully that he’s a sitting 
duck blasted by the boss for late 
reports ... bombarded by a demoral- 
ized office staff tired of working over- 
time with old-time office methods. 


Stone doesn’t dare ask for new 
methods because every one he 
knows costs so much in machines 
and special personnel. Clearly a case 
for Keysort. 


With McBee Keysort, your moun- 
tains of ledgers, files and figures be- 
come a few compact drawers. And 
in these drawers, marginally punched 
Keysort cards become the original 
record ... orders and invoices, clock 
cards and job tickets. ..all keyed and 
sorted in minutes instead of hours. 


With unskilled help, without costly 





is is 
Sey 














equipment, Keysort keepsat your fin- 
gertips all facts about your business 
. . . fast and fresh and economically. 


There’s a McBee man near you. 
Ask him to drop in at your conven- 
lence, or write us. 











KeEysort is based on a card with coded holes 
punched near the edges. When notched, they 
make the cards mechanically articulate. Quan- 
tities of data can be classified, filed, found, 
used . . . quickly and with minimum error. 


THE McBEE COMPANY 


Sole Manufacturer of Keysort—The Marginally Punched Card 
295 Madison Ave., New York 17, N.Y. Offices in principal cities 


310 Spadina Ave., Toronto, 2B, Ontario, Canada 


When writing to advertisers kindly mention THe New York CertTIFIED PuBLtc ACCOUNTANT. 
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(Important New Books y 
for Accountants to KNOW—to USE 


— 











Auditing Procedure 


by Paul E. Bacas, C.P.A., Arthur H. Rosen- 
kampff, C.P.A., and William Wider, C.P.A., 
All of New York University 

EVERY firm 


will find this useful 





med for detz ailed, step-by- 
1ey in auditing work. 
Discusses procedure followed in public 
ant’s oifice and in examination of accounts, in 





account- 


such a way as to parallel as closely as possible the 
progre sive experience ! the average junior training 
to become a senior public accountant. 
_ Revised edition of a standard text; based 
leve -d at New York 
n cticalicy through- 
includes problem work based on past C.P.A. 
and American Institute of Accountants examina- 


$5.00 


rl Auditing course 





28 Chapters 

Auditing: Its Nature—The Public Accountant—System 
of Automatic Internal Audit— Working Papers— Audit 
Routine—Understanding with Client-— Audit Program 
—Cash—Accounts and Notes Receivable—Invest- 
ments — Inventories — Fixed Assets — Intangibles — 
Payables—Reserves—Capital and Surplus—Special 
Contracts—Incomplete or Unsatisfactory Records— 
Secret Reserves—Detailed Audit: Revenue and Ex- 
pense Accounts—Balance Sheet and Statement of 
Income—Certificates and Reports—Branch Accounts 
—Planning, Supervising, Completing a Large Audit 
—Special Verification of Accounts Receivable and 
Inventories—Budgets—Discussion of A. 1. Bulletin, 
“Examination of Financial Statements.’ 


The Preparation and Interpretation of 


Annual Reports to 


Stockholders 


by N. Loyall McLaren, C.P.A., 
Mclaren, Goode & Company 


. @ comprehensir ¢ and informa- 
tive study, of considerable value to 
those who have the responsibility for 
the preparation of annual reports and 
to anyone who has to interpret the 
story which the reports have to con- 
vey, says Re bert H. Montgomery, 
of Lybrand, Ross Brothers and Mont- 


gomery. 


Acritical analvsis—and guide 
to accepted reporting stan | 





and imy ron ed procedures. readers under- 
stan hat the facts and figures mean and imply 


g ta build a skilled staff 






















Accountants Writing 


by John Mantle Clapp 


“A book accountants should take to 
heart,’ says the New York C.P.A. 
“Deserves wide study.’ Tests and 
Measurements tor gauging etfective- 
ness of your writing when informing 
laymen on technical matters. How 
to state thoughts plainly, fully, 
with attention to language usual 
among people concerned. 97 pages of actual samples of lett 
ecancenula ims, reports. $3.50 







To Radia BANTER 
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Effective Talking in Conference 


by John Mantle Clapp 


FOR the business or professional man who wants to expr 
himself to best advantage in the rapid give-and-take of @ 
ferences and small meetings. Key principles from analysis 
actual situations in the business day. How to apply speci 


‘first aids’’ to improve delivery, talk better — more cons 
ingly — in informal discussions; tells in practical, ding 


manner what you can do to improve your appearance, void} 
and language. $2.50 


Corporate Reorganizations — |paq; 


_ i leral Tax Status fr 
Their Fed Fests 
by Robert S. Holzman, Schenley Distillers Corp. able 
From the New York C.P.A.: . much-needed discrimingh With 
anal ysis and comment on this difficult and tech nical subject — fthine, 
valuable assistance to practstioners of taxation.”’ ( larifies volu: 





are pre 
tary or compulsory reor ganiz ation process, with emphasis é Pp 
protecting tax-{ree characteristics. Shows how reorgan — pyith 


may solve many corporate problems; what courts will a ledger. 
won't allow; what taxpayer must do. 411 pages. $7.50 





nd, a 
SEND FOR THE BOOKS YOU WANDleted, 
mCCurac 
atical 








15 East 26th St. 


The Ronald Press Company, | 


New York oad 
SEND me books checked belen. _— 5 days 
20 
remit price, plus postage or return the om i 
kamp! —Wi eoee 5.00 
G ror tens? orev oe . 
Auditing Proceero Srocenalders, Melore® «+---7""°01101 3.60 
in " ae tee ie sty daiwa Oe ee ce = 
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‘You get PRODUCTION plus PROVED ACCURACY... 
‘with UNDERWOOD SUNDSTRAND 


Accounting Machines 


Fi 


NEP ies 
bediletie LLe 





. and what do we mean by This mechanical proving of 


NS — |ywved accuracy ? the work as it progresses 
a a climinates —— for time- 

: ‘O Ck y a- 
Corp. fable posting as an example. COmSUMINS C ae So 


tions. Work is speeded up. 
Books are always in balance. 
You save hours... and elim- 
inate overtime work. 


criminaigmith the Sundstrand ma- 
subject =*thine, customers’ statements 
hes vow . 

voce 4are prepared simultaneously 


aigWith the posting of the 
ts will afedger, 






Speed comes naturally with Sund- 
strand machine operation. 
Notice the keyboard — only 
10 numerical keys—grouped 
under the finger tips of one 
hand! Office clerks develop 
high speed after just a few 
hours’ practice. And, you use 
your own personnel. 


And, as each posting is com- 
WANDleted, printed evidence of 
ecuracy is furnished auto- 
atically by the machine. 














Accounting Machines . . 
. Carbon Paper . . 





. Typewriters... 
. Ribbons and other Supplies 


You'll find that other applications .. . 
Accounts Payable, Payroll, 
Stock Records, and many 
other accounting jobs are 
handled easier, faster, and 
more economically with 
Underwood Sundstrand Ac- 
counting Machines. @ 


There’s a trained Underwood 
Representative in your com- 
munity... ready and able to 
help you save time. and money 
on accounting problems with 
the versatile and flexible 
Sundstrand Accounting Ma- 
chines. Call him today. 


Underwood Corporation 


Adding Machines 


ONE PARK AVENUE, NEW YORK 16, N. Y. 
Underwood Limited, 135 Victoria St., Toronto 1, Canada 


Sales and Service Everywhere 
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BUSINESS AND PERSONNEL OPPORTUNITIES 


Help Wanted: 
Situations Wanted: 


Business Opportunities: 


20¢ a word, minimum $5.00. 
10¢ a word, minimum $2.00. 


15¢ a word, minimum $3.00. 


Box number, if used, counts as three words. 


Closing Date—15th of month preceding date of publication. 





BUSINESS OPPORTUNITIES 
For Sale 


Corporation Trust Co. and CCH _ successor 


New York State Tax Reports for 1922 to 
Feb. 28, 1947, inclusive. Also, Standard Fed- 
eral lax reports 1933-1945, inclusive. Box 53, 
New York C.P.A. 


Practice Wanted 
C.P.A. will purchase entire practice, or into 
partnership in New York area. Liberal terms. 
Box 50, New York C.P.A. 


Practice Wanted 
Central and Upper New York State area 
C.P.A. 701 Loew Bldg., Syracuse, N. Y. 


To Retiring Practitioners 
LIFETIME INCOME 


offered by established 


(suaranteed with a 


mintmum guarantee 
C.P.A 
purchase practice or 


Box 51, New York C 


firm in Metropolitan area, or will 
Replies con- 


P.A 


accounts. 


fidential 


SITUATIONS WANTED 


Part-time Bookkeeper 
Responsible, mature teacher-mother, experi- 
an ae 
wishes 10 to 15 hours work weekly. Metro- 
politan area. Box 54, New York C.P.A. 


enced assistant bookkeeper under ( 


Part-Time 


Society member, modest, own practice, 
formerly senior medium-sized firm, experi- 
enced, reliable, seeks part-time arrangement 
or individual assignments Metropolitan New 


York. Box 55, New York C.P.A. 


SITUATIONS WANTED 


Statistical Typing 
Financial reports, tax returns, expertly typed, 


reasonable, confidential, six years certified 
experience. Thorough knowledge all details. 
MU 2-3383 days. SP 7-5827 evenings. Box 


52, New York C.P.A. 


C.P.A.—Office Manager 
Heavy real estate and mortgage background; 


extensive public and private experience; 
presently employed as executive accountant 
and tax supervisor by leading mortgage 


company, wishes to make change; Columbia 


graduate: $6,000. Box 56, New York C.P A 


Office Equipment For Sale 
Machine, 10 
purchased 1948; scarcely 
NEvins 8-1241. 


Friden Calculating column; 
latest model C-10; 


used; reasonable; private. 
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“ | Until You See These Improvements 


“Built Like a Simplified Forms developed by Shaw-Walker 
ay Skyscraper” eliminate errors by entirely eliminating figure- 





copying. Moreover, these payroll forms speed 
quarterly reports, simplify government inspec- 
tion and reduce posting time as much as 06%. 


These co-ordinated forms are part of the Shaw- 
Walker payroll plan that costs only little more 
than the price of your new forms for 1948. 


SH AW-WALKER 66% Sounds Fantanstic?—But we have al- 


ready effected tremendous savings for thousands 





ro of firms employing from 25 to 25,000 people! — 
Chrysler Building And all records are accurate, up-to-date and in 


New York 17, New York balance before any employee is paid. 


ma . See for Yourself—No matter how you are 
Chrysler Building, New York 17, N. Y. making payroll records, before buying your next 

Please send folder describing Simplified supply of forms, you should see this time-saver. 
Payroll Plan. Within ten minutes you can decide whether the 
_} | Name... wosneeseceeneeesensesesesseneseseeneneen Plan will effect any worthwhile saving. We will 


Firm...... PT Pr gladly show it to you in your office or send 
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Even 
a 
small 
concern 


with 
National Mechanized Accounting 


What could it save for you? Whether youem- ings which often pay for the whole Nation 
ploy 50 or 50,000, mech. d accounting is the _ installation in a year—and then run on, year afte 
answer to today’s high cost of * mem year. Ask your local Nationa 
hand-figuring. After mechantz- Yvational representative to check yout 
ing with National Accounting . present set-up, and report spe 
Machines. firms of every size CASH REGISTERS * ADDING MACHINES f 


ACCOUNTING MACHINES 
report savings up to 30%. Sav- ' 4 pect. No cost or obligation. 


ily the savings you can ex 


THE NATIONAL CASH REGISTER COMPANY, DAYTON 9, OHIO 
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Apportionment of Chain Store Expenses 


By Ricwarp Metn, ( 


: ~ accountant studies the problems 
connected with the apportionment 
vf chain store expenses because ex- 
perience has taught him that accurate 
reports guide his client in making vital 
decisions. Apportionment of chain 
store expenses has a direct relationship 


to management problems like these: 


(a) Which stores are profitable ? 

(b) Which departments are profit- 
able? 

(c) How can greater 
developed 7 

(d) Which managers 
earned a bonus on profits? 


efficiency be 


have 


store 





RicHARD METH received his cer- 
tificate as a C.P.A. from the State 
of New York in 1927, and has been 
a member of our Society since 1928. 
He is now Chairman of the Com- 
mittee on Retail Accounting. 

Mr. Meth is Treasurer and Con- 
‘aller of A. S. Beck Shoe Corpora- 


1 and each of its subsid‘aries. He 
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I. 


REASONS FOR ACCURATE 
APPORTIONMENT 


Which Stores are Profitable? 


Chain stores are unique in the sense 
that 


unprofitable branches may be 


closed while profitable units are con- 
tinued. This advantage is not available 
to most types of business, because re- 


verses 
organs” 


vital 
the 


‘infect the 
death to 


generally 
and_ threaten 


whole enterprise. With chain stores, 
when infection sets in, it frequently in- 
volves isolated appendages which can 


be dismembered 


without fatal conse- 


quences. 


In approaching this problem we must 


borrow the technique of the cost ac- 
countant, for truly both face the same 


situation. 
ceives a 


When a manufacturer re- 
report showing a profit of 


$100,006, he may be very happy be- 


cause he has earned 15% 


on his capital. 


But when he ts later told that the dress 


division 


I 


he 


pt 
I 
Pur 
) 


earned $200,000, while the 
irtswear division lost $100,000, he 


is no longer satisfied with the results. 


eliminating the unprofitable product 
can earn twice as much with less 


_ aiet < 1 | > eae 
capital and less effort. 


The chain store oj 
1ake the same choice, 


operator wants 
1 
looks at 


1 
anc 
dalitt 


the accountant’s report to find the profit 


O 
1 


r loss of each unit. But 


carelessness in 


apportioning expenses mavy result in 





unjustif 





= A ‘ 
ied cnarges against some stores 


(27 
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while relieving other stores of their 
proper burden; and in consequence, 
profitable stores may be labeled on the 
report as unprofitable, and vice versa. 


Which Departments are Profitable? 

Chains which operate several depart- 
ments within each store may exercise 
a similar choice between departments 
that operate at a profit and those that 
operate at a loss. In making this choice 
the same principles apply as were set 
forth in choosing the profitable store. 


Developing Greater Efficiency 

Other objectives of accurate report- 
ing are to find out why certain stores 
are unprofitable, and to achieve greater 
efficiency in the operation of every 
store, whether it be profitable or not. 
While chains generally tend to develop 
uniform policies for all their stores, 
they must execute them under the 
special conditions which they find in 
each store. The best results should be 
analyzed in the stores where they occur, 
and compared with stores operating 
less efficiently. Accurate reports will 
help management answer questions like 
these: 

Do we operate more profitably in the 

North or in the South? 

Do we earn more in “Main Street” loca- 
tions, or in local neighborhoods 7 

What is the rent percentage for each type? 

Hfow much higher are delivery costs for 
distant stores ? 

Are salary cost percentages higher in 
stores that close at 10 P.M. than in those 
which close at 6 P.M.? 

Ifave investments in new store fronts, dis- 
plays, and advertising yielded a satis- 
factory increase in sales volume? 

studying each expense ratio, which 
stores are higher than the average for 
the chain, and why 


lt 


Bonuses Based upon Store Earnings 

As an incentive to employ all their 
talents and efforts for the success of 
the store, managers often receive a 
percentage of its profits as a bonus. 
Similar incentives are sometimes 
granted to each district supervisor, 
based upon the profits of all of the 


b- 


stores under his jurisdiction. It is o 
vious that inattention to the allocation 
of expenses may yield unearned 
bonuses to some at the expense of 
others; and often at the expense of the 
company itself. The latter situation 
occurs when improper allocation has 
increased the profits of certain stores 
and correspondingly increased the 
losses of others; since bonuses are paid 
on profits only, the total bonuses paid 
will be excessive. 


II. 


CLASSIFACTION OF RETAIL IEXPENSES 
IN GENERAL 

Accountants generally assemble all 
retail expenses into three groups: (a) 
direct store expenses; (b) general and 
administrative expenses ; and (c) other 
deductions, net. 

Under direct store expenses are 
listed those expenditures directly in- 
curred at each store, or whose benefits 
are enjoyed by that store and no other. 

General and administrative expenses 
include those costs incurred to manage 
the business as a whole, as contrasted 
with expenses for a particular. store. 
Roughly speaking, these are for the 
main office and warehouse, and are 
spent for all the stores or certain groups 
of stores. They are regular expenses of 
a recurrent character and are directly 
related to the operation of the business. 


Other deductions, like general and 
administrative expenses, are not in- 
curred directly for the benefit of any 
particular store, but differ from the 
latter group because their connection 
with operations is indirect and they 
recur with less certainty from vear to 
vear, 

IIT. 
APPORTIONMENT BY STORES 

In apportioning expenses it will be 
observed that in some cases the whole 
amount can easily be allocated to a 
particular store, but in other cases 
some formula is required for the alloca- 
tion. A conflict arises at once between 
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Apportionment of Chain Store Expenses 


accuracy and economy. Neither is a 
suitable goal. For policy-making pur- 
poses there is no important difference 
between absolute accuracy and sub- 
stan accuracy; vet the former may 
require procedures that are unreason- 
ably expensive, while the latter may 
be obtained at very little cost. In each 
situation the accountant must rely upon 
his judgment and experience to find 
the proper middle ground. Obviously, 
where bonuses are paid on store profits, 
the emphasis should shift toward ac- 
curacy, to the extent that the circum- 
stances dictate. 






Direct Store Expenses 

The principal expenses charged spe- 
cifically to the individual stores as they 
are incurred are discussed below in 
detail. Some expenses bearing the same 
title (like rent or salaries), are also 
general and administrative expenses, 
and are discussed under that caption. 

Store Salaries, Commissions, P.M.’s, 
etc. Compensation paid to personnel in 
each store is readily ascertainable and 
easily charged to the store where the 
services are performed. Such personnel 
include the manager, assistant manager, 
floorman, salespersons, cashiers, wrap- 
pers, porters, etc. Commissions, prizes, 
p.m.’s, bonuses, and other types of in- 
centive payments to such persons 
should also be charged directly to the 
store. Salaries of district managers and 
other supervisory personnel should be 
charged to general and administrative 
expenses, unless a convenient method 
is available for charging directly the 
stores which they serve. 

Rents. The rent account of each 
store should be charged directly for all 
occupancy costs provided under its 
lease. This embraces all charges desig- 
nated therein as rents (guaranteed 
rentals and rentals based upon a per- 
centage of sales) as well as charges not 
so designated (real estate and other 
taxes to be paid on the landlord's 
property; and insurance premiums on 
policies protecting the landlord or his 
property against the hazards enumer- 


1948 


ated). Available space is not always 
tailored to requirements and it is com- 
mon, when leasing a desirable site, to 
rent more space than is actually 
needed. The client subleases the sur- 
plus space, and he in turn as landlord 
may impose the same terms previously 
stated. The rent income is deducted 
from total rent cost to get the net rent 
cost for the store. Rent items are gen- 
erally paid by check and can easily be 
distributed to a specific store. 


Delivery Expense. This account in- 
cludes transportation between the ware- 
house and the stores, but does not 
include inward freight which is gener- 
ally added to cost of sales. Transporta- 
tion companies render separate bills 
for each shipment, thereby facilitating 
a charge against the store involved. 
Where many stores are serviced by a 
centrally located warehouse, trucking 
companies will often rent their trucks 
for a flat weekly charge for each truck. 
The contract may provide that a visit 
be made to each store in the area every 
day, or week, or other fixed interval of 
time. These charges may be appor- 
tioned equally to each store covered 
on the route, since invariably the cost- 
determining factor is the regular visit 
to the store rather than the quantity of 
merchandise carried on each trip. 

Insurance. Premiums cover fire, 
sprinkler leakage, extended coverage, 
many forms of liability risk, work- 
en's compensation, ete. Special types 
of insurance may be required in certain 
stores (for example, boiler insurance ) 
and if the amounts are large enough, 
the costs may be charged separately to 
the stores involved. The remaining 
costs in most instances will represent 
principally premiums for protection 
of merchandise and fixtures and for 
workmen's compensation, and may be 
allocated on the basis of sales. This 
treatment is justified because inven- 
tory and fixture investment, and the 
size of the payroll will, in well- 
managed stores, bear a reasonable re- 
lationship to the volume of business 
transacted. 


729 
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Advertising. Newspaper advertising 
should be charged to the store in the 
city where the publication appears; 
and if more than one store is main- 
tained there, the cost may be distrib- 
uted on the basis of the sales of such 
stores. A more difficult problem exists 
when the advertising medium is the 
radio or magazine because of the wider 
geographic areas covered. If the cir- 
cumstances in each case do not furnish 
a more exact basis for allocation to 
specific stores, then those stores inside 
the areas reached may be charged on 
the basis of sales. 


Window Trimming. Salaries of win- 
dow trimmers should be apportioned 
to the stores served by each employee 
on the basis of the number of windows 
trimmed in each store; but if the store 
windows are not reasonably uniform 
in design and frequency of service, 
then the apportionment of the salary 
of each window trimmer may _ be 
approximated after testing the time 
spent by him in each store. Display 
materials used in each store are an 
expense of that store. These materials 
are often purchased in bulk and later 
shipped from the warehouse. When 
this happens it may be too costly to 
bill for the exact quantities consumed ; 
where window designs are not too dis- 
similar, apportionment may be accept- 
able according to the number or type 
of windows in each store. 


Depreciation of Furniture and Fix- 
tures and Amortization of Leaseholds 
and Leasehold Improvements. A sub- 
sidiary ledger should be maintained to 
show each of these investments separ- 
ately by stores, and the charges for 
each store will be readily ascertainable. 

Stationery, Printing and IWrapping 
Supplies. These items are usually pur- 
chased in bulk by the main office and 
shipped by the warehouse to stores as 
required. Sales checks and wrapping 
supplies constitute the bulk of the cost, 
and bear such a close relationship to 
sales, that apportionment on that basis 
is very satisfactory. 
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Social Security Taxes. Federal taxes 
for old age pensions and federal and 
state taxes for unemployment insur- 
ance, since they are determined trom 
payrolls allocated to stores, may readily 
be charged to the proper stores. 

Group Insurance and Hospitaliza- 
tion. Such group plans generally pro- 
vide a uniform type of coverage for 
each employee, sometimes offering 
greater protection to those with higher 
earnings. If bills are not rendered sep- 
arately by stores, then an allocation 
based upon payrolls of stores partici- 
pating in the plan would be acceptable. 


Allowances for Stock Shortages. 
Shortages increase with volume. Plans 
which grant these allowances usually 
feature an outright payment to the 
manager of a fixed percentage of sales 
and then require him to make good all 
shortages, regardless of amount; and 
such payments, of course, are charged 
to the specific store. A less liberal 
plan sometimes used agrees to pay the 
actual loss only, up to the maximum 
specified; in such cases the actual pay- 
ment is charged against the store sus- 
taining the loss. 


Miscellaneous Taxes. City and coun- 
ty taxes on personal property, gross 
receipts, licenses, etc. are usually as- 
sessed against and charged to each 
store. State taxes for various purposes, 
when paid, should be charged to the 
stores within the state, apportioned on 
that factor most applicable to each tax. 
State taxes which are large in amount 
should not be distributed through gen- 
eral and administrative expenses be- 
cause improper charges may result. 
For example, if Pennsylvania corpor- 
ation income taxes were apportioned 
in such manner to all stores, then 
stores in New Jersey would be charged 
with an income tax even though that 
state does not tax income. An interest- 
ing situation, however, arises when the 
state apportions total income by allo- 
cating factors instead of using the ac- 
tual earnings of the stores within that 
state. 
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Apportionment of Chain Store Expenses 


Light and Heat, Store Repairs, Tele- 
phone and Telegraph, Postage, Window 
Cleaning and Miscellaneous Expenses. 
These accounts offer no difficulties in 
apportionment. Disbursements ordina- 
rily are evidenced by bills identifying a 
particular store or else appear upon the 
petty cash report made out by each 
store. 


General and Administrative 
Expenses aa 
Chains generally operate a main of- 

fice and warehouse for the efficient 

management of their stores. Expenses 
bearing titles similar to some of the 
direct store expenses discussed above 
are also incurred at or by the office 
and warehouse. The benefits from 

these expenses flow to the chain as a 

whole, rather than to each individual 

unit directly, as is the case with store 
expenses. 

The measuring device most com- 
monly employed to apportion these 
expenses to the individual stores is a 
percentage of sales. This apportion- 
ment should be made for the total of 
all the expenses in this category and 
not by individual expense accounts. 
A store producing annual sales of 
$200,000 deserves, and receives, more 
attention from the administrative staffs 
than one doing half that amount of 
business. The volume of transactions is 
greater, too, so that more expense is 
involved all along the line—more ship- 
ments from the warehouse, more office 
clerks, more stationery, more telephone 
calls, more everything. 

It cannot be contended that appor- 
tionment of general and administrative 
expenses by sales, is exact, but most of 
the time it is substantially correct. 
Before discarding this method, accoun- 
tants should ask two questions: First, 
“Do I know a method that is more 
accurate :"” and, second, “Is it worth 
the extra cost?” 

Chains which are very large, or 
whose stores are widely scattered, 
sometimes find it more efficient to 
maintain divisional offices and divi- 
sional warehouses to service only the 
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stores embraced within a designated 
geographic area. In such cases their 
expenses should be distributed among 
the stores they serve on the basis of 
the latter’s sales, rather than on sales 
for the entire chain. 

Main Office Expenses. Usually sal- 
aries are the greatest part of the main 
office expense, and are classified under 
separate salary accounts for Officers, 
Buyers, District Managers, Mainten- 
ance, Real Estate, Office, Advertising, 
Display, and other salary accounts. It 
is sometimes advisable to charge cer- 
tain salaries to specific stores based 
upon the sales of such stores as a 
group. For example, one officer or 
other principal executive may be in 
charge of the “Eastern Division” and 
may spend all his time for those stores ; 
or (if not too burdensome) the salary 
of each district manager may be split 
among his group of stores. 

Headquarter offices involve occu- 
pancy costs for rent, light and heat, 
telephone, depreciation of office furni- 
ture and fixtures, repairs and replace- 
ments. Traveling and other expenses 
may be classified separately for certain 
administrative groups like officers, 
buyers, district managers, etc. The sal- 
aries discussed in the preceding para- 
graph will necessitate accounts in this 
section for social security taxes and 
group insurance. Other expenses in- 
clude legal, accounting, postage, sta- 
tionery and printing, costs of house 
organ, and general expenses. 


Warehouse Expenses. The expense 
accounts maintained for the warehouse 
are generally the same as for main 
office expenses, with these exceptions: 
Salaries apply mainly to warehouse 
clerks rather than to administrative 
employees; traveling expenses are at 
a minimum; and no accounts are main- 
tained for legal, accounting and house 
organ. 

It is customary to consider inward 
freight charges as part of the cost of 
goods sold. Where this treatment is 
not preferred, these charges may be 
absorbed with warehouse expenses. 
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Other Deductions, Net 

These expenses have no close con- 
nection with the management of the 
stores, and are irregular as to recur- 
rence and amount. For statistical pur- 
poses some accountants prefer not to 
apportion other deductions to the in- 
dividual stores. They hold that com- 
parisons would then be more logical, 
since they avoid distortion by unusual 
expenditures not bearing closely upon 
store operations. Other accountants 
would like to have store operations 
absorb all expenses (except Federal 
taxes on income). Where bonuses are 
paid on store profits, the treatment, of 
course, will be in conformity with the 
provisions of the bonus plan. 

[’xamples of other deductions are: 
charitable contributions, interest paid, 
loss on sale of capital assets, loss on 
fixed assets due to alteration or closing 
of stores, cost of insurance on lives of 
executives, bad debts, etc. 

Other income is deducted from other 
deductions to obtain a net cost for this 
group of accounts. Examples of other 
income are: interest or dividends on 
investinents, miscellaneous interest re- 
ceived, gains on sales of capital assets 
or fixed assets, recoveries on bad debts, 
etc. 

IV. 

\VPORTION MENT BY DEPARTMENTS 

Rarely does a chain store sell one 
commodity alone: the grocery chain 
adds meat and vegetable departments ; 
the hat chain adds haberdashery; the 
shoe chain adds hosiery and handbags ; 
the drug chain adds a fountain, then 
hooks. Each of these departments is 
a store within a store; it requires capi- 
tal outlay and a series of operating ex- 
penses; and each must make a profit. 
It is reminiscent of the manufacturer 
producing more than one product. 

The classic example is the depart- 
ment store. It opens new departments 
as a chain adds new stores; and closes 
them for the same reasons. Each de- 
partment is treated like a separate 
store: it has its own buyer, is charged 
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with its own direct expenses, absorbs 
a portion of the general overhead bur- 
den, determines its own profits, and 
sometimes pays the buyer a bonus on 
this profit. 

When a chain store wishes to appor- 
tion expenses by departments, the de- 
partment store is the perfect model. 
Unhappily, this perfection is never du- 
plicated in chain store organizations, 
except in a few very large chains that 
are practically chain department stores. 

The typical chain store selling more 
than one class of merchandise rarely 
constructs partitions to separate de- 
partments. Often the same clerk will 
make sales in two or more departments. 
Faced with such discouraging circum- 
stances, most accountants throw up 
their hands, disregard the separate de- 
partments, and determine expenses and 
profits for the store as a whole. 

But each department has its own 
gross profit experience, and perhaps a 
different expense rate. Branded prod- 
ucts backed by a generous advertising 
budget require less selling time. Pack- 
aged goods (like canned foods) re- 
quire less handling time than butter. 
Bulky items of small value require 
more selling space than small items of 
great value. Each merchandise charac- 
teristic has its own inherent cost fac- 
tors, which should be matched against 
its own gross profit, to determine its 
true profit or loss. 

By using the total expense rate for 
the store, the merchandising managers 
may set a mark-on policy that really 
produces a loss instead of a profit. But 
development of reasonably accurate de- 
partmental costs may produce startling 
disclosures, followed quickly by radical 
changes in management policies. Lines 
formerly considered protitable may be 
dropped because they are unprotitable, 
and existing facilities used for the 
expansion of departments yielding a 
handsome profit; or they may be re- 
placed by new lines. Recognition of 
an abnormally low expense ratio may 
justify lower mark-ons if these will 
vield larger net profits through in- 
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-[pportionment of Chain Store Expenses 


creased sales. Conversely, where a de- 
partinent requires an expense ratio in 
excess of the average experience, a cor- 
responding increase may be demanded 
in the mark-on, 

Where ideal conditions exist, chain 
stores should try to apportion ex- 
| to the respective departments. 
The principles set forth in Section II 
for apportioning expenses to each store 
should be applied again for reappor- 
tioning these expenses by departments 


penses 


Or 
I 


within each store. 

Where ideal conditions do not exist 
jor such apportionment of all store ex- 
penses by departments, it may be pos- 
sible to make an accurate allocation 
of the principal items and apportion all 
the other expenses on the basis of sales 
of each department. In the retail store, 
salaries, rent, and advertising usually 
represent more than half of the total 

Allocation for these three 
alone may reveal variations in 
epartiental cost that demand prompt 


Where unfavorable conditions exist, 
the apportionment of departmental 
costs on the company’s records as a 
continuous operation may be impos- 
sible; either the job simply cannot be 
done, or the costs involved may exceed 
all prospective benefits. In such cases, 
carefully planned studies may be con- 
ducted in all or some of the «depart- 
ments which will give the desired 
information just once, rather than as 
a continuous book record. The study 
may be made in one department at a 
time, and cover in each case a typical 
month. l¢ven more fragmentary efforts 
than these may yield results. Time 
studies may indicate sharp differences 
in the cost of selling one line as com- 
pared with another. Novelty merchan- 
dise may require frequent “blood trans- 
in the form of advertising, 
while staple goods do not require this 
cost. Intelligent observation will prove 
that 1t does not take twice as long to 
sell a pair of men’s shoes for $8.00 
as to sell a pair of boy's shoes at half 
that price; vet across-the-board ex- 


fusions” 


pense rates would produce that result 
in the men’s shoe department. 

V. 
ACCOUNTING RECORDS AND REPORTS 

Frequent references have been made 
to various expenses, appropriate 
methods for their apportionment, and 
conclusions drawn irom accurate re- 
porting of operating results by stores 
and departments. It would be pertinent 
to explore briefly the mechanics of re- 
cording the transactions, and prepar- 
ing the reports. 

Section III has identified the prin- 
cipal expense accounts required by a 
typical chain store organization. The 
recording of these accounts in the gen- 
eral ledger presents no unusual prob- 
lems, and any arrangement may be 
used which is found advantageous. 
The most common practice is to group 
together, first, the store expense 
group; then, the general and adminis- 
trative group; and, finally, the other 
deductions group, followed by the other 
income group. By arranging the ac- 
counts in the order used in the report, 
the preparation of the report will be 
simplified. 

A subsidiary expense ledger is then 
used to analyze each account in the 
store expense group by stores. This 
subsidiary ledger usually consists of 
loose leaf columnar pages. The first 
column is for the total (to agree with 
the general ledger control) and the re- 
maining columns for analysis by stores. 
It is a great convenience to give each 
store a number, to be used as a code 
throughout the circuit. Each column 
‘ollowing the total should then be as- 
signed to one of the stores, and, if 
found convenient, the stores may be 
listed in numerical sequence by their 
code numbers. For example: each 
entry in the control account for store 
salaries is duplicated in the total col- 
umn of the subsidiary ledger sheet for 
store salaries, debits entered in black 
and credits entered in red. The total 
amounts are then broken dewn_ by 
stores in the remaining columns, 
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To facilitate posting by stores, it is 
apparent that the required breakdown 
must be provided in each of the books 
of original entry. Each of the conven- 
tional books of original entry should 
be provided with a column to denote 
the store number, and every amount 
entered for store expenses should be 
broken down in the appropriate col- 
umn by stores. 

The sales book is prepared from re- 
ports submitted by the stores. The 
sales book for the month consists of 
one page for each store, with lines pro- 
vided tor each day in the month. En- 
tries are made from store reports for 
the day, week, or other reporting per- 
iod. Columnar headings first analyze 
sales and any other receipts; then dis- 
bursements made from receipts (like 
store salaries, freight bills, postage, 
petty cash and all other authorized ex- 
penditures) ; then net receipts, which 
will consist either of cash or accounts 
receivable from customers. Since the 
sales book has already been classified 
by stores, as a posting medium it fur- 
nishes easily the expense data for the 
subsidiary ledger. 

Where expenses are further classi- 
fied by departments within each store 
it means that each account in the store 
analysis ledger is really a control ac- 
count, to be further analyzed by de- 
partments. The principles involved in 
this task have already been presented 
and will not be repeated. The magni- 
tude of this undertaking is immediately 
apparent and offers an added resist- 
ance to the achievement of depart- 
mental distribution. 

Where the job must be done, the 
punched card system may efficiently 
replace the numerous manual opera- 
tions required by such an analysis. 
The punched card system is often used, 
of course, by chains which do not 
apportion expenses by departments, 
but only by stores. Use of the punched 
card system is an elaborate study by 
itself, and the lessors of this equipment 
are prepared to provide the fullest in- 
formation concerning its use, and to 


f 


es 
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undertake the most painstaking re- 
search in behalf of prospective users, 

Presentation of expenses in the oper- 
ating report is usually made as follows: 
On the summary page of the Profit 
and Loss Statement, Store Expenses 
are shown in one total, and deducted 
from Gross Profits on Sales, to deter- 
mine Gross Profits from Store Opera- 
tions. General and Administrative Ex- 
penses are then deducted in one total 
to show Net Profit from Operations. 
Other Deductions, Net, are then sub- 
tracted to show Net Profit. 

A supporting schedule should be 
presented for each of these three groups 
of expenses, detailing the individual 
accounts and the amounts of each. 
Store Expenses should be presented 
by stores as well as by account classi- 
fications. 

The exhibit in the report which will 
receive the most use will be the Sum- 
mary of Operations by Stores. This 
exhibit is the goal toward which we 
have worked. It apportions all ex- 
penses (except Federal income taxes) 
by stores and shows the Net Profit or 
ILoss of each unit. Where stores are 
not numerous, this exhibit may be 
combined with the Profit and Loss 
Summary, adding a column for each 
store. If the chain has many units, 
the columnar headings should show 
“Sales”, “Cost of Sales’, “Gross Prof- 
it’, “Store Expenses”, etc., and the 
information by stores should be listed 
underneath. Where there are many 
stores in the chain, they should be 
grouped geographically to have maxi- 
mum comparative value, not only in 
the Summary of Operations by Stores, 
but also in the supporting schedule 
showing Store Expenses by Stores. 

VI. 

INTERPRETATION OF OPERATING 

RESULTS 

After the accountant has submitted 
his report, the client will quickly ferret 
out the losing stores and ask himself 
if they should be closed — especially 
those which have continually operated 
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Apportionment of Chain Store Expenses 


in the red. He may seek advice from 
the accountant. What answers. shall 
the accountant give? 

The arbitrary classification of stores 
by final profit or loss is an over-sim- 
plification of the problem. The real 
question the client should ask is, “If 
I close this store, will I end up with 
more profit or less?” Contradictory as 
it may appear, there are conditions 
under which losing stores should be 
continued because their closing will in- 
crease the loss; and profitable stores 
should be closed because their closing 
will increase the profit. These situa- 
tions, as well as others requiring care- 
ful interpretation, are captioned and 
discussed below. 


Depreciation and Amortization 

Charges 

It is good accounting practice to 
charge off annually to expense a part 
of the store investment in furniture 
and fixtures, store front, leasehold, and 
improvements to leased premises. But 
when the store is closed, these expenses 
do not stop; they have been prepaid 
for years ahead and are not recover- 
able. With the possible exception of 
leaseholds, these capital outlays have 
a negligible scrap value, so that the 
total unamortized investment becomes 
a loss in the year when the store is 
closed. If Store No. 20 showed a loss 
of $3,000 on the report, after charges 
for depreciation and amortization total- 
ing $10,000, then this store is really 
paying back $7,000 each year against 
an investment which would be com- 
pletely lost if the store were closed. 


Absorption of Fixed Overhead 

As noted before, the store’s opera- 
tions were charged with part of the 
general and administrative expenses 
and other deductions. A large part of 
this load includes fixed expenses like 
officers’ salaries, office and warehouse 
rent, and a long list of others, which 
will not be reduced upon the closing 
of one store or a small group of stores. 
If Store No. 35 were burdened with 
$12,000 for general overhead, of which 


1948 


half were fixed in character, it would 
be realistic to change its reported loss 
of $4,000 to an assumed profit of 
$2,000. This profit could be further 
increased by charges made for depreci- 
ation and amortization. 


Advertising Costs 

Store No. 8 is one of five stores lo- 
cated in a city with a population of 
1,000,000. Advertisements appear 
seasonally in the three largest news- 
papers. The closing of Store No. 8 will 
not reduce the total appropriation for 
advertising, since the same sum will 
be required to give the remaining 
stores equivalent service. Store No. 8 
has carried part of this cost, and its 
closing will merely pass on to the other 
four stores its share of the advertising 
expense. 

Store Lease 

No alert retailer will close a unit 
before examining the lease and inves- 
tigating all of the legal obligations 
which he has assumed. He may find 
that his lease is cancellable upon pay- 
ment of a stated sum, thereby fixing 
the amount of his additional loss in 
closing the store. If he is permitted to 
sublease the premises, he may discover 
that the annual loss from subleasing 
is greater than the annual loss from 
operation, making it more advan- 
tageous to keep the store open, 

The retailer may be gratified to learn 
that real estate in the locality of his 
store has enjoyed a rising market, and 
that his location may be subleased at 
a higher rental than he pays. If he 
were provident enough to reserve the 
right to assign his lease or to sublet 
the premises, he may make a much 
larger profit on such a deal than by 
continuing the operation of the store. 
This is a situation often overlooked, 
because management concentrates on 
stores which show a loss and not on 
those which show a profit. 


Affiliated Factories 


Some chains began business as 
manufacturers, and added a retail busi- 
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secure a guaranteed outlet for 
their products. Other chains developed 
a supplementary manufacturing  busi- 
ness in order to guarantce the supply 
of products for which they had created 
a consumer demand in their stores; or 
to control quality standards; or to 
secure the economic benefits of coordi- 
nating the two types of business. If 
the intercompany business is profitable 
to the manufacturing affiliate, the clos- 
ing of the store may create a double 
loss for the factory: first, the loss of 
net profit on the business done; and 
second, the loss of a portion of the 
fixed factory overhead which was ab- 
sorbed by this business before deter- 
mining the factory net profit. 


ness to 


Seasonal Comparisons 


The retail business is dependent 
upon the buying habits of the con- 
sumer, who is influenced by seasons, 
weather, and many factors less tangible. 

here is hardly a retail store that does 
the same amount of business in each 
of the twelve months. Accountants 
issue interim reports—monthly, quar- 


terly, and semi-annually—as well as 
annually. Losses during dull seasons 
may be normal and not warrant con- 
cern; and, conversely, large profits 


during peak seasons may not warrant 
undue optimism. 

Reports comparing the same months 
of two calendar years may sometimes 
deceive the unwary, For example, 
Saturday is usually a big shopping day ; 
January of this year may have only 
four Saturdays, whereas January of 
last vear enjoyed five Saturdays. To 
eliminate this problem, com- 
reports by cal- 


some 


panies prepare their 


endar weeks rather than calendar 
months. Taster, which brings a spec- 
tacular sales bulge in the apparel and 
other lines, will sometimes appear in 
March, and sometimes in April. In 
the latter case, comparisons are more 
useful for the cumulative period end- 
ing in April. 


Comparisons by Geographic Areas 


Operating conditions vary through- 
out the country. In one area salary 
rates may be high, in another rents 
low; where competition is keen, high 
costs may be recorded for depreciation 
of expensive store fronts, for adver- 
tising, window trims, and other pro- 
motional expenses. In distant stores, 
delivery costs run high. How does all 
this add up in terms of profit? By 
grouping stores geographically, the ac- 
countant’s report may disclose that 
operations are most successful in the 
Kast, but least successful in the South. 
Sales volume and gross profits may be 
vital factors, too, but this study is con- 
fined to expenses. Net profit percent- 
ages on sales should be compared as 
follows: each geographic group total 
against the chain total; and each store 
against the group total and chain total. 
Percentages of each éxpense and of 
total expenses to sales should be com- 
pared in like manner. Interesting pat- 
terns of operating experience may be 
disclosed which will prove invaluable 
to management. 

The conscientious accountant  per- 
forms constructive as well as routine 
tasks for management. Ile cooperates 

formulation of vital policies and 
renders a service which management 
will be eager to continue. 
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A Review of Auditing Case Study No. 3: 
A Department Store 


By Atrrep R. Marks, C.P.A. 


His study is the third of a series 
b Beret: by individual members of 
the Committee on Auditing Procedure 
of the American Institute of Account- 
ants to illustrate actual application of 
auditing procedures. At the beginning 
of my remarks, I should like to empha- 
size that this study treats of a specific 
case. Although it appears to be typical 
of a retail audit, the case under review 
has its own characteristics such as size, 
method of operations, etc., and these 
distinguishing characteristics must. be 
kept in mind during the study of the 
recommended auditing procedures. In 
my opinion, the case study is an excel- 
lent summary of the approach to the 
problems of the retail engagement and 
should be helpful to anyone who is pre- 
paring to audit a retail enterprise. 
The case study, and the audit pro- 
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gram incidental thereto, are sufficiently 
explanatory to enable the reader to ob- 
tain an understanding of the problems 
peculiar to an audit of a retail store. 
Also, many of the matters referred to 
in the case study will be found in ex- 
aminations of other types of business, 
Therefore, I am going to confine my 
remarks to a discussion of the matters 
with which auditors will have the great- 
est amount of difficulty. 


Staff Requirements 

In selecting the staff for a retail ex- 
amination, consideration should be 
given to the fact that knowledge of the 
retail method of inventory and its prac- 
tical application is essential for the 
senior and any assistants who will come 
in contact with any portions of the 
audit dealing with inventories, statis- 
tical records relative to inventories, 
sales and purchases. Also, it will be 
noted that the case study recommends 
the spreading of the engagement over 
various parts of the fiscal year. In 
other words, the examination of in- 
ternal control may be done quarterly, 
the aging and confirmation of receiv- 
ables may be done at October 31st, the 
observation of physical inventories at 
various dates in January, etc. Where 
the work is so spread through the year, 
it would be preferable that the same 
senior be used on all portions of the 
examination to maintain continuity of 
contact with the engagement. 


The Audit Program 

The audit program in the case study 
was doubtless adapted from the stand- 
ard retail audit program currently in 
use by the accounting firm with due 
consideration given to the peculiarities 
and variations of the specific client be- 
ing audited. While criticisms have 
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often been leveled at the use of the 
audit program, a proper understanding 
of its place in the function of auditing 
make it one of the accountant’s 
most useful tools. It should not, of 
course, become a substitute for think- 
ing, but should be used as a guide and 
a reminder of the steps necessary to 
verify accounts and to stimulate proper 
inquiry. Let me quote from the fore- 
word of a standard audit program cur- 
rently in use: 


can 


“This program is not designed to be a 
set of specifications to be mechanically 
adhered to. It is not a substitute for 
thinking. The best approach of all to an 
audit is an inquiring attitude of mind 
under which the accountant will test the 
completeness of his performance by ask- 
ing himself—Do these figures represent 
the facts? Have I sufficiently analyzed 
and proved them to be reasonably sure 
of their soundness? What would my 
answer be if challenged?’ The audit pro- 
gram is an enumeration of representative 
audit measures, a combination or selec- 
tion of which may be used by the ac- 
countant in his audit. The program 
should not be made the subject of such 
literal and such slavish obedience that 
by concentrating on its details and in- 
structions, the accountant loses his per- 
spective of the subject as a whole. The 


chief value of the program lies in the 
fact that it serves as a general guide 
and reminder, suggesting steps to be 


taken and stimulating inquiry.” 


A carefully designed audit program, 
specifically adapted to the engagement 
in mind may be used as a guide to the 
be done, and as an integral 
part of the working papers prepared in 
connection with the engagement. The 
program we have been using takes the 
form of a questionnaire which calls for 
the signature of the staff assistant after 
he has given consideration to the ques- 
tion or performed the work. In design- 
ing the program, the degree of test- 
checks required should be determined 
after giving consideration to the extent 
of internal check and control that exists 
in the client’s records. The extent of 
such internal check and control will be 
determined after a limited test of the 
internal control procedures, sufficient 
to find out how adequately they control 


work to 
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the recording of the transactions and 
how efficiently they are being per- 
formed. 


Review of Internal Check 
and Control 


The great volume of transactions 
handled by the usual retail enterprise, 
requires the accountant’s use of judici- 
ous and intelligent methods of sampling 
the efficiency with which the account- 
ing records and other data are being 
maintained. To determine the qualita- 
tive and quantitative extent of sampling 
required for a specific engagement, it 
is necessary to review the internal con- 
trol and check procedures of the client. 

The auditor’s prime purpose with 
respect to the review of the interna! 
control procedures, should be to deter- 
mine (1) if the system as prescribed 
furnishes a sufficient degree of control 
and self-audit and, (2) if the pre- 
scribed system is being followed. How- 
ever, when making this review, con- 
sideration should be given to the client’s 
methods to determine if they are ade- 
quate to achieve the required amount 
of control at the lowest possible cost. 
In considering the extent of control 
“required”, weight should be given to 
the element of calculated risk. In other 
words, we mustn’t become so “control 
conscious” that we forget to make the 
logical comparison of “What will the 
client save by instituting this control ?” 
against “What will it cost him to insti- 
tute such control 7”. We should re-ex- 
amine short-cuts which may have been 
instituted during the war when labor 
was scarce, but we should do so with an 
open mind, Perhaps some of the short- 
cuts have produced better ways of do- 
ing the job at less expense with no 
sacrifice in control. In some instances, 
however, it may be necessary to recom- 
mend the re-installation of the old meth- 
ods of control. 

In making the examination of the 
internal control procedures, the account- 
ant should record, with as much detail 
necessary for his purpose, the 
procedures currently in use, supported 
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by the forms, and this record should 
form part of a permanent file to be 
revised as changes are made in the 
client’s system. Schedules prepared in 
connection with the test of the system 
of the internal control and the conclu- 
sions arrived at should be included in 
the working papers of the year under 
review. After the auditor has com- 
pleted his review of the internal control 
procedures on the basis of limited tests, 
he will be in a position to decide how 
much detailed verification must be pro- 
vided for in his program in order to 
satisfy himself that the transactions of 
the client are being properly handled 
and recorded. 
Preparation of Schedules 

Because of the great amount of analy- 
sis entailed in a retail engagement, even 
though the company being audited is 
relatively small, the accountant will find 
it very helpful to have the client’s em- 
ployees prepare as many of the analy- 
tical schedules as possible. Such sched- 
ules, of course, should then be test- 
checked by the accountant. 


Cash 


The cash counts will usually be per- 
formed at the close of business on the 
last day of the fiscal period, at which 
date also, the bank accounts should be 
reconciled. 

Because retail stores handle a great 
part of their business on a cash basis, 
the large funds on hand as well as the 
receipts of the last day’s business will 
present a considerable problem to the 
accountant. The successful cash count 
depends upon three essentials—first, 
proper advanced planning; second, suf- 
ficient staff to insure proper control of 
all monies, securities and other cash 
items to be accounted for; and third, 
cooperation from the client and his em- 
plovees. Don’t wait until the last min- 
ute to determine what cash, securities 
or other cash items must be accounted 
for, or where they are located. If these 
matters are determined well in advance 
of the cash count, it will enable the 
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auditor to provide an adequate staff to 
cover all of the locations in the least 
possible time. Because it is not feasi- 
ble to count all of the cash or securities 
at the same time, the auditor should 
assume control over all cash and cash 
items as soon as they become available. 
It is advisable to have your men at the 
client’s offices early on the day of the 
cash count and, at that time, count and 
seal funds, securities, etc., which might 
not be required for the remainder of 
the day. Prior arrangements for the 
reimbursement of non-cash vouchers 
included in the cash funds, immediately 
before the close of business, will facili- 
tate the count. In addition, it is pre- 
ferable that all the confirmation re- 
quests which will be made during the 
audit, whether they deal with cash or 
other items in the financial statements, 
should be prepared early in the day, 
countersigned and held by the account- 
ant until the close of business when 
they can be mailed. 

The count of cash funds may be done 
on a test basis. In other words, al- 
though it probably will be found to be 
advisable to account for all of the pack- 
aged one-hundred dollar bills and larger 
denominations held by the reserve cash- 
ier, limited tests may be made of the 
items of lesser monetary value. Also, it 
will probably be sufficient to make a 
limited sampling of salespersons’ and 
floor cashier banks. 

It will not be necessary actually to 
count the receipts of the last day’s busi- 
ness which will be deposited on the first 
day of the following fiscal period and 
thus, form part of the cash in transit, 
if steps are taken to insure that such 
funds are not intermingled or substi- 
tuted for the imprest or general funds 
which you are counting and if the day’s 
receipts are controlled until they are 
turned over to the bank or to the trans- 
portation company delivering the de- 
posit to the bank. If such control of 
the last day’s receipts is relied upon, 
the auditor should request confirmation 
of the accuracy of the deposit from the 
bank. 
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The 


In checking bank reconciliations, con- 
siderable time can be saved, if the bank 
eriod subsequent to 


statements for the p 

fiscal date are deli pipe ae 
¢ fiscal date are delivered directly to 
tant’s office or to members 
of his staff, at the bank or client’s office. 
eliminate the 
< statements which, 


ne accoul 


If this is done, it will 


] 
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proving Ot the yall 


frequently, 1s a voluminous task. 


Accounts Receivable 

You will notice from the 
that the aging and confirmation of ac- 
s receivable is scheduled to be per- 

r 3lst ona January 
This date 
marks the point at which re- 
eir lowest. It 1s 


case study 


count 
formed as of 
3lst year-end engagement. 
probably 
ceivables are at t 
that 
uu) days before 


VEaT, 1S Sum 


October 31st, which 1s 
» fiscal 


close to the year- 


only the end of the 





end to justify the selection of this date. 
However, during the course of the 
end work, a careful review and 
scrutiny should be made of the trans- 
ictions in the ‘count subse- 


quent to the date of confirmation and 


vear- 
control a 


pr ipriety Gf such 


accounts 


aging to determine the 
‘ntries . ean mass of 
ee retail stores, of 
makes it bee issthle to do a 100% 
fication of them and, therefore, 
paratively small sampling is relied upon 
the conditi f the accounts 
as a whole. 

In confirming accounts 
is unportant that the auditor take steps 
to insure that (1) statements show hal- 
ances appearing in the accounts, (2) the 
agg regate of the balances with 
the balance of the control account. (3) 
statements are actually mailed in envel- 
opes returnable only to the auditor to 
all customers selected for the test, and 
(4) that Sona will come directly to 
the accountant. It mav be p ssible dur- 
ing the course of the confirmation to 
of the client’s emplovees for 
uch work as affixing the request no- 
tice to the statements. inserting them 
reply envelopes in the mailing en- 
this work 
direct super- 


course, 

veri- 

a com- 
a 

to disclose mm ofr 

receivable, it 


agrees 


use some 
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vision of the accountant. One of the 
most important parts of the confirma- 
tion of receivables is the follow-up, to 
be made by the client, of the investi- 
gat ion of reported differences, includ- 
ing undeliverable confirmation requests, 
and the securing of adequate explana- 
tions. 

The aging of accounts receivable 
should be prepared by the chient’s em- 
ployees and, again, may be confined to 
a representative sampling of the ac- 
counts. The work done by the client’s 
employees should be test-checked by 
the auditor. 

For those companies which maintain 
their accounts receivable on a cycle- 
billing the confirmation and ag- 
sn Des ill present an additional problem 

cause of the fact that the balance 
as of the various accounts receivable 
ledgers will be spread throughout the 
month. Therefore, for the purpose « 
the aging and confirmation, the sam- 
pling method must consist of selecting 
ledgers in cycles ending on several “ave 
during the month. In order to estab lish 
adequate control in such cases, it will 
be necessary for the accountant to prove 
the aggregate of the balances contained 
in the ledger with the ledger control on 
the cycle date and to prove tl . total of 
the ledger controls against the daily 
over-all accounts receivable control 
maintained in the accounts receivable 
ape een These daily controls then 
should be reconciled to the nearest date 
a general ledger control can 
This should be done as 


basis, 


f 


aut which 
be established. 
at the date of each cycle used in the 
confirmation and aging test. 


Inventories 

The observation of the taking of the 
physical inventories presents some prob- 
lems peculiar to retail stores. The prob- 
lem is complicated by the great volume 
of large and small items carried in the 
stocks of retail On the other 
hand, it is facilitated by the fact that 
the retail prices, at which inventories 
are taken by using the retail 
method of inventory, are clearly affixed 
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to each article. I have seen inventories 
in retail stores properly taken and 
checked without difficulty in a four- 
hour period. I have also seen inven- 
tories which have extended into the wee 
hours of the morning. The essential 
factor in an efficient physical inventory- 
taking is proper advance planning, and 
the accountant must play an important 
part in the plans for inventory-taking. 

The accountant should satisfy himself 
that the plans for inventory cut-off, 
taking, checking and computing will 
produce an accurate inventory. He 
should determine that the responsibility 
for taking the inventory is assigned to 
the comptroller and his representatives 
and that buyers, assistants and other 
merchandising employees of the client 
who may be used in the inventory-tak- 
ing are working under the supervision 
of the comptroller and are responsible 
to him. The plans should provide for 
representatives of the comptroller being 
present in sufficient number to super- 
vise the inventory-taking and to make 
sufficient test-checks to determine that 
the inventory instructions are being 
carefully followed. 

It should be noted that the account- 
ant does not take the inventory, but 
merely observes the taking of it. He 
is interested only to the extent that he 
has had the opportunity to determine, 
first, that the plan of inventory-taking 
and checking will produce the proper 
results and, second, that the plan 1s 
being followed. The case study indi- 
cates that the observation of physical 
inventories was made on various dates 
in January, and that one senior and 
nine assistants were used. I am of the 
opinion that the observing of an in- 
ventory of $2,800,000 at cost, or 
approximately $4,000,000 at retail, 
should require one senior and less than 
nine assistants — probably four assis- 
tants will be able to adequately observe 
the procedures. The accountant’s staff 
should circulate through the store dur- 
ing the inventory-taking, observing 
that the inventorying is proceeding 
under the responsibility of the comp- 
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troller and that the plan to which the 
accountant has agreed is being care- 
fully followed. They should determine 
that the comptroller’s representatives 
are making sufficient test-checks and 
that, after the inventory sheets have 
been so test-checked, they remain under 
the control of the comptroller’s rep- 
resentatives until they have been de- 
livered to the inventory office. 

At the end of the year, the accoun- 
tant should review the reconciliation 
of book inventories with physical in- 
ventories, paying particular attention 
to the existence of proper cut-offs of 
sales, purchases, charge-backs, price 
changes, etc. The accountant should 
determine that the client follows up, 
and attempts to account for, unusual 
shortages or overages. Frequently, 
these will have been found to arise 
from incorrect treatment of book trans- 
actions. The work of testing inventory 
prices will have been done during the 
detailed review of internal control pro- 
cedures and, at the end of the year, 
the client’s statistical information re- 
lating to inventory should be reviewed, 
departmentally, taking into account in- 
ventory aging statistics, mark-down 
percentages, shortage percentages, etc. 
This review, together with discussions 
had with the merchandise managers 
and the comptroller, should provide 
the accountant with sufficient informa- 
tion to determine whether the merchan- 
dise has been priced in the inventory 
at realizable retail prices or whether 
additional mark-downs, in excess of 
normal, are required to be taken to 
reduce the merchandise to a price at 
which it can be sold. If there are in- 
stances where it is evident that addi- 
tional mark-downs in excess of normal 
evidently will be required in the fu- 
ture, a reserve should be provided. 


Fixed Assets 


The problem of the capitalization of 
fixed asset items in a retail store is a 
difficult one not only because it is nec- 
cssary to distinguish between items 
which are capital improvements and 
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those which are maintenance and re- 
pair items but because, in a retail store, 
there is a third debatable classification. 
This consists of departmental fixtures 
which may be properly considered in 
the nature of display items and which 
have a large degree of style element. 
In recent years, store fixtures have 
been subjected more and more to a 
style trend and their useful life, as a 
result, is relatively short. Department 
locations are changed frequently and 
while fixtures may have a normal ex- 
pected life of more than one year, many 
of them have been destroyed before 
the end of such time incident to 
the relocation of a department. For 
this reason, store executives have ar- 
gued that most of the expense in con- 
nection with the replacement of fixtures 
is incidental to the operation ef the 
business and should be charged to cur- 
rent operations. It is quite difficult to 
determine, under such circumstances, 
if an expenditure should be capitalized 
or charged to expense. To assist in 
such determination, the auditor should 
discuss the nature of these expendi- 
tures with the store manager and store 
architect and actually examine the fix- 
tures. Usually, their type of construc- 
tion will assist the auditor in his 
classification of debatable items. 

An indication of the soundness of 
the store’s capitalization policy will be 
given by a comparative review of the 
totals of the maintenance and repair 
accounts for the current vear with 
similar totals for preceding years. Con- 
sideration should be given to the com- 
parison of the total additions to the 
fixed asset accounts with the total of 
depreciation charges. Where a store’s 
facilities are maintained at a consistent 
size level, and where the degree of 
current maintenance is normal, the net 
fixed asset accounts, after deducting 
reserves for depreciation, should not 
materially change, particularly in well- 
established firms. 


Accounts Payable — Trade 


In connection with the substantia- 
tion of trade accounts payable it is 
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ordinarily not practical or necessary 
to attempt to secure independent con- 
firmations of liabilities because of the 
great difficulties entailed in reconciling 
such statements with the balances 
maintained on the voucher record. Re- 
liance can be placed upon the adequacy 
of the system of internal control to in- 
sure the recording of all liabilities and 
upon the accountants’ review of liabil- 
ities recorded after the close of the 
fiscal period to determine items applic- 
able to the period under review. 


Profit and Loss Accounts 

The substantiation of profit and loss 
accounts will be accomplished to some 
extent by comparison of account totals 
and percentages for the current and 
preceding fiscal periods. 

During the review of internal con- 
trol procedures, sales and purchase 
records will have been tested and ex- 
pense bills will have been vouched in 
part. In any event, the systems to con- 
trol the proper recording of such trans- 
actions will have been examined. 

Many ot the expense accounts bal- 
ances will have been proven during the 
analyses of the changes in balance 
sheet accounts such as reserves, pre- 
paid and deferred charges, etc. For 
other expense accounts, where the 
classificatiorr of accounts is finely 
drawn, as in the N.R.D.G.A. classifica- 
tion, a comparison of accounts totals 
and percentages to sales for the current 
and preceding fiscal periods will usually 
suffice to satisfy the accountant as to 
the correctness of such accounts. There 
are, however, certain types of accounts 
such as miscellaneous expenses, repairs, 
taxes, other income and deduction 
which do not fluctuate with sales and 
which, therefore, cannot be substan- 
tiated by scrutiny and comparison. For 
these accounts, the client should be 
requested to prepare analyses showing 
the more important items contained in 
the account. These analyses should be 
test-checked by the accountant. 


Reports 
The form of report to be rendered 
to the client will usually be agreed upon 
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after consultation with the client. 
Where the client’s organization fur- 
nishes adequately detailed comparative 
reports to management, the accountant 
will probably be required only to render 
an opinion upon the balance sheet and 
statements of profit and loss and sur- 
plus. The detailed information to be 
made available to the management of 
a retail enterprise, whether submitted 
by the accountant or the client’s staff, 
should include the following: 


1. Details supporting the captions on 
the balance sheet and statement of 
profit and loss. 

2. Accounts receivable aging and collec- 
tion statistics, for current and prior 
periods. 

Departmental comparisons of inven- 
tories, inventory turn-overs, and sales 
for current and prior periods. 

4. Departmental agings of inventories 

at retail in dollars and percentages to 

total for current and prior periods. 

Changes in fixed assets and related 

reserves during the period. 

6. Sales for current and prior periods: 
(a) Classified by type (cash, charge, 

C.O.D. and layaway) 
(b) Classified by ownership (owned 
and leased departments) 


on 
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(c) Classified by location (branch, 
main store, basement) 

(d) Classified by selling departments. 

Departmental merchandising statis- 

tics for current and prior periods: 

(a) Cumulative mark-on 

(b) Markdowns 

(c) Shortages and overages 

(d) Gross margin without purchase 
discounts 

(e) Purchase discounts 

(f) Gross margin with purchase dis- 
counts. 

8. Operating expenses for current and 
prior periods expressed in terms of 
dollars and percentages of net sales: 
(a) By functional classifications 
(b) By selling departments. 

9. Changes in working capital during 
the period. 


“NI 


In addition, the auditor should re- 
port to the client his conclusions result- 
ing from the review of internal control 
procedures, These should include com- 
ments upon the following: 


(a) Is the system designed to minimize 
errors, accidental or wilful? 

(b) Is the prescribed system being care- 
fully followed? 

(c) is the system unnecessarily costly 
in any respect? 
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Cost Determination for Small Housing 


Developments 


‘By SAMUEL Korin, C.P.A. 


SMALL housing development is to 


be distinguished from large, multi- 


ple-family and public projects. The 
type of deve ion nent contemplated 
herein is a private unde rtaking to build 
for sale from 20 to 100 single-family 
houses. Such programs ordinarily are 
confined to homes of substantially the 
same type within a fairly uniform price 
range. The houses are designed to sell 


at prices between $6,000 ind $ $20,000, 
1 


jamilies 


and are suitable for whose in- 
comes range from $4,000 to $10,000, 
1] 


annually, 


factors are essentially the 
development. An 
detail in cost ac 
necessity in large 


developments, 


The cost 
in all 
extreme 


same tvpes Of 
degree of 
rime 
: 
housing 
whereas in the small housing develop 





counting is a ] 
xtensive 





nent, broad concepts of cost determina- 
tion are acceptable. The small project 
builder usually purchases all materials 
hires equipment, and does little ware 
housing. The ilder of the large 
pr ts often engages in manufactur 
ing activities on a varied scale, has ex- 
tensive warehousing facilities, and 
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owns and trucks and other 
types of mobile and stationery equip- 
ment. 


operates 


small development 
is generally in contact with the 
actual field operations. He purchases 
material and supplies, contracts for la- 
bor and services, and in a measure feels 
that cost accounting is a luxury he can- 
not afford. However, cost determina- 
tion is important to this type of builder, 
and a system of accounts which 1s de- 
signed to include all the important ele- 
ments may be installed without fear 
that it will be too costly to maintain. 


The builder of the 
close 


The building operation is usually 
conducted in the following manner: 

1. The builder may purchase the 
required material and supplies, 
hire or own necessary si 
ment, and engage and supervis 
all classes of labor and 
The builder may 
material and supplies, contract 
for labor and services of major 
yperations, but directly engage 
abor and hire equipment for gen- 
eral, all-around purposes. 


servi 


i) 


purchase th 
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3. A combination of the foregoing, 
in varying degrees. 
Irré spective of the method of opera- 
n, the over-all total cost of the project 
must be reflected in the 
which, in broad divisions, 
follows : 
L.. tand 
2. Land Improvements (labor and 
material ) 


cost accounts 
are as 


3. Construction Costs (material, la- 
bor and equipment ) 

4. Construction 

rial, labor, 

and set 


(mate- 
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equipment, 
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heading of Land there 


Under the 
should be included: the original cost, 
legal fees, title charges, stamps, ete., 
as well as property taxes, mortgage in- 
terest, surveyor’s fees, and an appor- 
tionment of general and indirect over- 
head, up to the time that construction 


thereon is concluded. 


Land Improvements covers a wide 
variety of items including the follow- 
g: ground clearing and leveling, fill, 
rock removal, water diversion, water 
drainage system, sidewalks, roads and 
curbs, sewers or cess pools, gas, water 
and electric mainlines, equipment hire, 
depreciation on equipment, and land- 
scaping. The latter, in turn, includes 
grading, fertilizing, seeding, top-soil, 
planting shrubbery and trees, moving 
trees, building stone, concrete or gravel 
walks, and applicable overhead. 


Construction Costs should reflect the 
cost of excavation, foundations and 
footings, concrete work, carpenter 
framing, sheathing, interior trim and 
flooring, roofing, brickwork or mason- 
y, shingling, sidewall stucco-work, 
plumbing, tile work, electric lines and 
facilities, insulation, sheetrock or plas- 
ter, painting, appliances for kitchen, 
laundry, heating and air conditioning, 
clean up, other direct costs (such as 
architect's fees and permits) carrving 
charges up to the time of completion 


1 


of the home, and applicable apportion- 
ment of overhead. 


Construction Overhead includes the 
lowing: Mortgage fees and interest 
on building loans, building supervisory 
payroll, watchmen, handymen and 
general labor, cost of temporary struc- 
tures (sheds, tarpaulins, tents, etc.), 
applicable payroll taxes and insurance, 
insurance during construction (fire, 
public liability and disaster), experi- 
mental costs and other items readily 
identified with the construction pro- 
gram. 


] 


Overhead of a general character, and 
therefore pro-ratable, consists of build- 
er’s salary, clerical salaries, light, heat 


1948 


and power, stationery, telephone 
charges, payroll taxes and insurance, 
association dues, professional fees, and 
other miscellaneous expenses. 


extreme care must be exercised to 
insure that all items, including over- 
head, directly applicable to the three 
major divisions i.e., Land, Land Im- 
provements, and Construction Costs, 
should be charged to the respective ac- 
counts. Overhead which is not directly 
applicable to any one item should be 
periodically apportioned between the 
three major divisions, on an equitable 
basis. Overhead charged to develop- 
ment cost may not include any sales 
expense. General office and adminis- 
tration overhead is allocable on a broad 
basis to all the activities and should 
be apportioned equitably. 


At the commencement of the opera- 
tion, a large chart should be prepared 
to reflect the location and area of each 
building plot. The plots should be 
numbered and all items directly applica- 
ble to each plot should be coded with 
that number. Certain items of cost of 
land and land improvement, on the 
surface, underground, and _ offsite, 
should be spread over the entire tract. 
Thus, leveling of a hill and removing 
the earth to a location with a down- 
slope is an item of cost which applies 
to the over-all cost of the land acquired. 
Offsite roads and mainline installations, 
which connect the development with 
adjacent public facilities, are likewise 
applicable on an over-all basis. At the 
outset, estimates may be necessary to 
record some costs. It should be borne 
in mind that each plot must bear its 
proper proportion of the cost of that 
part of the area which is devoted to 
roads, sidewalks, plavgrounds and 
other public areas. The plot chart 
should record a value based on the 
original cost plus the over-all figure 
derived from the foregoing. As a means 
of providing a basis for valuation, the 
chart should indicate the area of the 
plot, its location, whether or not it is a 
corner plot, and other pertinent infor- 
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mation. Periodically thereafter, actual 
costs should be substituted for esti- 
mates. The goal is to have each plot 
bear its proper share of the entire cost 
of the land and land improvements. 


Building construction costs are clear- 
ly definable and present no problem. 
All direct charges, including direct 
overhead, may be charged directly to 
the construction accounts, by plot num- 
bers, as the job progresses. Periodical- 
ly, the general overhead may be pro- 
rated over the houses in course of 
construction. 


Keeping control of construction costs 
by group units of not more than 20 
houses is recommended. Major gen- 
eral ledger accounts with columnar sub- 
analyses, supplemented by sub-control 
accounts by groups, are very helpful. 
Proration by group units facilitates ap- 
portionment of indirect charges. The 
cost of completed houses is ultimately 
transferred from the respective con- 
struction accounts to a Completed 
House account, and bears no further 
burden of overhead unless it is in con- 
nection with final completion of land 
improvements. Carrying charges after 
a house is completed may not be in- 
cluded as an item of cost of construc- 
tion. 


Inasmuch as houses of a single type 
and, price range are envisaged, the con- 
struction cost of each house should be 
substantially the same. However, there 
may be some variation between differ- 
ent groups because of price changes in 
materials and wage rates. Materials 
are usually purchased in quantities 
sufficient to complete a certain number 
of houses within a specified time. Con- 
tracts are let on a like basis. Since the 
major construction costs are incurred 
by group units, cost determination for 
such groups is not difficult ; consequent- 
lv the cost of a single house within the 
group is easily determinable. Addi- 
tional costs, incident to a minor change 
in the construction from that originally 
planned, are usually treated as a normal 
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cost. Exterior designs are varied to 
avoid uniformity in appearance. Al- 
though one exterior may cost somewhat 
more than another, the added cost is 
merged with the group cost. 


Invariably the selling price of the 
houses is fixed, quoted and advertised 
long before the completion of a number 
of the houses. The sales price, once 
announced, cannot easily be changed. 
However, cost determination furnishes 
the builder with a yardstick in sufficient 
time to consider plans for a change in 
sales price if actual costs are too much 
in excess of predetermined or estimated 
costs. 


Occasionally a material departure is 
made from the basic house. The buyer 
may want a two-car instead of a one- 
car garage, or may order an unfinished 
attic finished, or may require other 
changes. Under such circumstances, 
auxiliary accounts should be set up to 
provide for the extra direct costs and 
the proration of additional overhead. 


Direct dollar costs incurred is the 
usual common denominator employed 
in prorating or allocating all indirect 
charges. Thus, a building, which has 
reached the foundation or first floor 
stage, bears a lesser charge for over- 
head than the house which is 60% or 
90% completed. Caution must be ob- 
served so that the same cost is not in- 
cluded in separate periods of overhead 
application. Due attention should be 
given to accruals at the time of prora- 
tion. Proper and timely field reports 
are essential as the job progresses. 


If the entire development is built and 
sold during a single taxable year, or if 
it is all sold in one taxable period, there 
is no inventory problem. When sales 
and construction bridge two taxable 
periods, inventory must be taken — 
whether it be in the form of unsold 
completed or partly completed homes, 
material on the job or with processors, 
land and land development costs not 
charged to completed houses and (de- 
pending on the election permitted by 
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Cost Determination for Small Housing Developments 


internal revenue regulations 111, sec- 
tion 29. 24-5) the unabsorbed over- 
head. Costs must include all factors 
regardless of the tax treatment of 
overhead. As a rule, inventory is taken 
at cost unless, at the time of inventory 
taking, a very severe decline in the sales 
price of homes is being experienced. 
Lack of a ready market for the sale of 
the finished homes, unless accompanied 
by a substantial drop in the cost of ma- 
terial and labor charges, does not war- 
rant a departure from cost as the basis 
for inventory valuation. 


Methods of taking inventory differ. 
Houses that are completed should be 
inventoried at book amounts which, if 
the accounts are properly maintained, 
reflect the cost, including, of course, land 
and the other applicable items. Houses 
partly completed may be inventoried by 
arriving at a figure obtained from the 
records and checked against the build- 
er’s estimate of the percentage of com- 
pletion by stages and the labor and 
material consumed at the particular 
stage of construction. The value of 
land and improvements is ascertainable 


.. 
& 
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from the plot chart. Material on hand, 
whether located on plots or in a stock 
pile, must be counted and priced. The 
net result should point very clearly to 
the cost of houses sold and, in a large 
measure, is a check against the accuracy 
of the records and/or the accuracy of 
the inventory taking. 

Another method employed is to de- 
duct from the total cost incurred the 
ledger account cost of the homes sold 
and to consider the remainder in in- 
ventory. The weakness of this method 
is that miscalculations or errors in 
record-keeping remain hidden, and the 
builder is deprived of any sort of a 
gauge to determine whether or not his 
actual costs are within the limits he 
anticipated when the development was 
undertaken. 


The building of a development, 
whether it be small or large, is a com- 
plicated undertaking and many unfor- 
seeable conditions are encountered. 
With the exercise of ingenuity and 
some clear thinking, accurate cost de- 
termination for small housing develop- 
ments is completely feasible. 





747 











Elements of Real Estate 
and Construction Costs 


By Tuomas J. 


| D dpevans the period of the depres- 
sion in the early ’30s, there was 
very little activity in the direction of the 
acquisition or expansion of plant facili- 
ties. But in the war period that fol- 
lowed, we experienced a_ substantial 
boom in the construction of plant facili- 
ties needed in connection with the war 
effort. However, due to the conditions 
that prevailed, as well as the peculi- 
arities of government regulations, etc., 
the general business accounting classi- 
fications and distribution of expendi- 
tures were not necessarily used. 

From all sources of information 
available, it is quite clear that construc- 
tion activity of all kinds is under way. 
Further, from all appearances a very 
considerable program of construction 
and expansion of plant facilities will 
be begun in the not too distant future. 
It therefore seems appropriate that we 
refresh ourselves with respect to the 
accounting principles pertaining to 
transactions of this type. 





Tromas J. HoGan, C.P.A., has 
been a member of the Society since 
1934, and is now serving on the 
Committee on Real Estate Account- 
ing. He is also a member of the 
American Institute of Accountants 
and of the National Association of 
Cost Accountants. 

Mr. Hogan is a partner in the 
firm of Harris, Kerr, Forster & 
Company. He received his account- 
ing education at Pace Institute. 

This paper was presented by him 
at the technical meeting of the So- 
ciety conducted at the Engineering 
\uditorium on May 18, 1948, under 
the auspices of the Committee on 
Real Estate Accounting. 
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3efore beginning a consideration of 
the accounting treatment of the various 
items of expenditure, the accountant 
must remember that the financial ac- 
counting treatment of an item need 
not necessarily be consistent with its 
treatment for income tax purposes. 
This situation is generally accepted by 
the accounting profession. The accoun- 
tant should also bear in mind that, in 
certain types of industry (public utili- 
ties, etc.), there are regulations of var- 
ious governmental bodies which set 
forth the manner in which an expendi- 
ture should be charged. The following 
discussion is intended to cover those 
cases where special instructions of reg- 
ulatory bodies do not apply. 


The selection of a site for the new 
or expanded building facilities is 
usually the first step after the plans for 
construction have crystallized. Of 
course, the purchase price paid to the 
seller for the property (exclusive of 
closing adjustments for taxes, interest, 
etc.) constitutes a proper cost of the 
land acquired. The cost of legal services 
relating to acquisition of the land, in- 
cluding title expense, is also chargeable 
to the cost of the land. The closing 
adjustments for prepaid expenses and 
accrued liabilities are charges or credits 
to the respective prepaid expense or 
accrual accounts with offsetting charge 
or credit to the seller. 


In connection with the subject of 
closing adjustments, it has been noted 
that, for Federal income tax purposes, 
the Supreme Court has held that the 
deduction for real estate taxes depends 
on the date the legal liability for the tax 
accrued, and has further ruled that the 
tax accrued when it became a lien or 
when the owner became personally 
liable for the tax. Accordingly, if the 
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Elements of Real Estate 


property is purchased subsequent. to 
such date, the buyer may not take any 
portion of the taxes as a deduction; 
the buyer’s expenditure for current 
taxes at the closing represents an addi- 
tional cost of the real estate purchased. 
Carrying charges such as insurance, 
taxes and interest where applicable, 
proper charges to the fixed asset 
accounts for the period prior to and 
during the construction period, as they 
may be considered part of the cost of 
the real estate. For federal income tax 
purposes, the taxpayer has the option 
either to capitalize the carrving charges 
or to take deductions for them as they 
accrue. 


In the event that the land when pur- 
chased has a building structure upon it, 
which must be torn down to make the 
site available for the new construction, 
the cost of demolition is considered as 
part of the cost of the land. Sometimes 
a situation occurs, where for various 
reasons, the building which is to be 
demolished cannot be torn down im- 
mediately and, consequently, the new 
owner continues to allow the tenants 
to occupy the property. The accounting 
treatment of the profit or loss from the 
operation of the property presents a 
problem to the accountant: should the 
operating result be capitalized in the 
real estate account or taken up in profit 
and loss? The circumstances in each 
case should be carefully considered. In 
a situation where the property is pur- 
chased for construction purposes, sub- 
ject to a lease, and the buyer has full 
knowledge that the property will pro- 
duce a certain operating result during 
the remaining period of the lease (a 
rt term). and the pu ‘chase price is 
luenced by such con psi the land 
account might properly be adjusted by 
he a amount of the profit or loss from 
the ode of the property. 






Land costs usually include costs of 
improvements to land. However, they 
are generally segregated from the orig- 
inal cost of the land. Improvement 
costs would include costs incurred for 
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and Construction Costs 


roadways, drainage facilities, filling in, 
landscaping, etc. 


When the purchaser of the land is 
ready to start construction, a deter- 
mination is made as to the phases of 
the construction which will be given 
out on contract (various forms—lump 
sums, cost plus, etc.) as well as those 
phases of the construction, if any, which 
will be undertaken by the employees of 
the purchaser. Ordinarily, no difficulty 
is experienced in making decisions rela- 
tive to the accounting treatment of the 
charges by the contractor or contrac- 
tors. While there may be some border- 
line decisions as to sub-classification of 
a particular charge under the heading 
of building cost, there usually is no 
problem in making the determination 
that the charges should be capitalized 
as building cost. 


As for the costs incurred by the pur- 
chaser who undertakes some part of 
the building construction with his own 
staff, the direct costs of labor and ma- 
terial are usually determined from time 
records, invoices and requisitions for 
material. An allocation of factory and 
departmental overhead is also con- 
sidered as constituting proper cost of 
the building construction to the extent 
that the elements comprising the over- 
head are applicable. The allocation of 
general and administrative overhead to 
the construction cost is not generally 
made except when additional overhead 
of this nature is incurred because of 
the construction project. It is quite 
obvious that good accounting practice 
would not condone the capitalization 
of overhead charges to such a degree 
that the operations of the manufacturer 
erecting the building are distorted be- 
cause of the allocation of overhead to 
the construction project. -Also, if the 
situation is such that the activities of 
the manufacturer are not running 
normal capacity, the construction cost 
should not be burdened with an ab- 
normal overhead rate. The adding of 
a profit on work performed by the or- 
ganization of the owner erecting the 
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building is not in accordance with good 
accounting principles. 

The cost of the property would in- 
clude builders’ fees and permit fees in- 
curred in connection with the construc- 
tion project. 

Very often, the owner of the prop- 
erty needs outside financing, which in- 
volves expenses in connection there- 
with, such as bankers’ and brokers’ fees, 
etc., as well as discount on a second 
mortgage loan. Expenses incurred in 
connection with making a loan, and any 
discount from the face value of the loan 
are ordinarily considered proper items 
to be written off over the period of the 
loan. Items of this nature are not con- 
sidered as proper charges to the real 
property accounts. 

Cash and trade discounts on mate- 
rials purchased for the construction 
project are normally applied as a re- 
duction of the cost of the construction 
and not reflected as income. 

The capitalization of carrying 
charges such as, taxes, interest, insur- 
ance, etc., is terminated as soon as the 
building is ready for occupancy. Where 
a certificate of occupancy is issued by 
a regulatory governmental authority, 
the date of the certificate is considered 
as the date on which the building is 
ready for occupancy. If in a particular 
situation, the occupancy date is unduly 
postponed due to some peculiar condi- 
tion, consideration might be given to 
using an earlier date for the termina- 
tion of capitalization of carrying 
charges, in order not to inflate the cost 
of the property beyond the date when 
normally the property would have been 
available for use. 

The foregoing paragraphs relate pri- 
marily to the accounting principles in- 
volved in those situations where a 
manufacturing organization either ac- 
quires or extends its plant facilities in 


furtherance of its manufacturing opera- 
tions. The same principles generally 
hold true in regard to acquisition of 
land and erection of buildings by a real 
estate company, the buildings to be 
used either for rental purposes or to be 
sold to others. In transactions of this 
type, there are some other accounting 
points which it might be well to men- 
tion. For instance, a real estate com- 
pany may incur substantial advertising 
expense either in an effort to lease 
space in the building or to locate a buyer 
for the property. It is my opinion that, ’ 
as a general procedure, the cost of ad- 
vertising space for rent would be an 
operating expense to be written off over 
the period of the first group of leases 
or such other reasonable period as may 
apply under the circumstances. There 
may be some debate as to whether ad- 
vertising a new building for sale should 
be a part of the cost of the property or 
whether the advertising is a selling ex- 
pense of the period wherein it is in- 
curred. It would appear that, as a con- 
servative procedure, it should be treated 
as expense and recorded as such when 
the advertising is published. 

Under present conditions, the ac- 
countant rarely, if ever, has the oppor- 
tunity to meet the problem of the ac- 
counting treatment of “concessions” 
given to tenants upon initial occupancy 
of a rented property. Ordinarily, the 
concession is set forth in the terms of 
the lease and specifically provides that 
no rent shall be charged for certain 
periods. While the concession granted 
to the lessee is in effect an overall re- 
duction in his rent for the period in- 
volved, the general practice seems to 
be to record rent in the full amount for 
each month where rent is earned, and 
to show no rent income for those peri- 
ods during which the concession ap- 
plies. 
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Standardization of Closing Statements for 


Real Estate Transactions 


By SAMUEL Kaptan, C.P.A. 


y yn closing statement in a real 
estate transaction deals primarily 
with figures, as is implied by the term 
itself. All of the figures in the state- 
ment affect the accounts of both the 
buyer and the seller and, accordingly, 
their respective financial statements 
and income tax returns. It therefore 
follows that the certified public ac- 
countant has an important role in the 
preparation of closing statements and 
it is desirable that he should be present 
at title closings. 





SAMUEL Kaptan, C.P.A., holds 
certificates from the States of New 
York, Connecticut and New Hamp- 
shire. He joined our Society in 
1916. He is also a member of the 
American Institute of Accountants, 
the Connecticut Society of C.P.A’s., 
and the National Panel of Arbitra- 
tors of the American Arbitration 
Association. 

Mr. Kaplan is now serving on the 
Society's Committees on Real Estate 
Accounting, State Taxation, Munic- 
ipa! and Local Taxation, Further- 
ance of the Objects of the Society, 
Awards, and Cooperation with 
Credit Men. During the course of 
his long membership in our Society, 
he has served upon twenty different 
committees, and has been the chair- 
man of the Committee on Profes- 
sional Conduct and of the Commit- 
tee on Municipal and Local Taxa- 
tion. He has also been active in the 
Connecticut Society of C.P.A’s. 

This paper was presented by Mr. 
Kaplan at a technical meeting of the 
Society, recently conducted under 
the auspices of the Committee on 
Real Estate Accounting. 
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Although this paper deals with forms 
of closing statements for real estate 
sales, the closing statement is also im- 
portant in a lease transaction where, 
with a few modifications, the same 
principles apply. Closing statements 
are often necessary in other business 
transactions, such as the sale of a 
business. 


When the contract does not take 
proper accruals into consideration, we 
should prepare two statements, one 
following the contract and another 
showing the income and expense items 
based upon sound accounting prin- 
ciples. The underlying principle in the 
latter statement shall be that the buyer 
shall have the benefit of rents and other 
income and shall be charged with all 
expenses incurred, beginning with and 
including the day on which title passes 
to him, 


Many local contracts contain a pro- 
vision that all adjustments and appor- 
tionments shall be based upon the 
“customs” of the Real Estate Board of 
New York, Inc. Their rules are based 
upon many years of experience and 
have now been tested for over thirty 
years, This provision is important be- 
cause disputes frequently arise where 
the method of treating adjustments is 
not clearly expressed in the contract. 


There is a great lack of uniformity 
in the preparation of closing statements. 
There are differences in form, captions, 
methods of presentation and methods 
of computing adjustments. Many clos- 
ing statements utilize the “T” account 
form but employ it differently, as indi- 
cated by the first three of the following 
illustrative statements prepared by well 
known law firms. In each case, only 
the first item is shown, 
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Prepared by Credits to Seller Credits to Purchaser 


Attorney for Purchaser Purchase Price Paid on Contract. $ 


tf 





2. Attorney for Seller Debit Credit 
Purchase Price ..«°S De posit on G On- 
Gate ae, $ 
Title Company form Credit Debit ; 
Paid on Signing Purchase Price... $ 
Contratt. osm $ 
4. Attorney for Purchaser ES se Price $ 
(uses same form when Adj seynlieinen 
representing Seller) due Seller ———-----~ 
OGAR Skis -arabsieve S$ 
Deductions 
Paid on Contract is ....4 $ 
Other: Payvinients: «i.< cscis-<<s 
Adjustments due 
PPHECRASOT 6 6.45 dcesinas ols 
RAR “6 dccdtiteraats > 
Balance Due =i. 255%. $ 
The apportionment of income and seller shall be charged with interest, 


expense items will be more readily taxes, water rates and insurance to and 
' : including the day immediately preceding 
unde rstood if handled according to the the day on which title is closed and that 
“Customs in Respect to Title Closings” the purchaser shall bear these items from 
waliaph d by the Real Estate Board the day on which title is closed and re- 
of Nev w York, Inc., or by similar or- ceive the rents tor: that day. 
ganizations in other localities. The first ent : : 
A question is sometimes raised as to 
the equity of rule IT, since there are 365 
I. All adjustments . interests, rents, days in a year. Since the annual rental 
axes Vater rates an insuran "e- " oa } 
pes res ane insmance pre" is generally paid in twelve equal month- 
miums shall be made as of the day 1m- - ’ 
mediately preceding the day on which ly installments, the owner collects the 
title is closed. same rent for February as he does for 
II. Interest, taxes, water rates and October. His taxes ie interest are 
insurance shall be computed by the 360- the same for the 181 days in the first 
h month representing half of the vear as for the 184 days in 


nual char and each day i ce ake 
1-30th of the monthly charge the second half, 


five of its ten rules are these: 








fe ii Sa i No reference is made to payrolls in 
Ill. Rent shall be computed on the a4 eas . 

basis of the days in the particular month “IE foregoing rules. If the payrolls are 
in which title is closed on a monthly basis, the epametseuins 


IV. Where the period for which the Smould be made on the basis of the 











( utation of interest, taxes, water number of days in the month in which 
rates and insurance is to be made is more title is closed. Vacation accruals should 
tl one month, the elapsed time shall not he overloo! ked. It is suggested that 
x computed by tull months and by the ; moe, Roe 
actual number of days in excess of such the parties concerned read Section I\ 
fy onths subsection 5, of the (Frankenthaler ) 


{ 
VY. Where the period for which the “greement between Realty Advisory 
‘ . » 


( interest Kes, wa Board on Labor R clations, Ine., a 
silage iata Tats made is Tiocal 32B Buildings Service Em- 
S month, the actual numbe1 er Internation: 1 Tt: 
1 Eg eee norrry ; ovees International nion. 
davs shall be counted excluding the . z - i ; 
EOE EE uding the last the accompanving form of closing 


Fe RC OM OTS (ia Em as 
mean that the statement is submitted in the hope that 
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Standardization of Closing Statements for Real Estate Transactions 
it will become the basis of discussion serve as helpful reminders in the ad- 
which will result in the formulation vance preparation of the necessary 
of an acceptable poe form. The closing data, and thus facilitate the 
items enumerated therein will also closing operation. 
CLOSING STATEMENT 
Re: Sale of Premises (Complete address of property) 
Known as (name of building, if any) 
a LLER — ; 
URCH. ASER — On original contract (If contrace was assigned, add “who con- 
veys to’) 
PURCHASER — (Who now takes title) 
ADJUSTMENTS: — computed: as.08 xsjc.6.<s views wwaousnue 1 ee 
CLOSING. — Held at the office of (usually, attorneys for the Seller). 
(State address, date and time). 
PRESENT AT CLOSING 
FOR THE SELLER 
NV QIVCRIES foie ccs ees President and Treasurer, respectively, of the Seller 
corporation 
Bes ciate a ae hatenceatata teats Attorney for the Seller 
GS A avira shairatert wate Accountant for the Seller 
FOR THE BUYER 
511 | Sa) ce Aer ee ree te President and Treasurer, respectively, of the Purchaser 
oat corporation 
Soot | eae re er Attorney for the Purchaser 
ie Cee Niel cvctsva aici eciisteie's \ccountant for the Purchaser 
that 2 Re re ice terete ae Cee ee Insurance broker for the Purchaser 
trom a eet aoaraa 
4: tes OTHERS PRESENT 
Peiver dc eracainaatatamannm ace cars WEES antintra aur eicereen ee ees who was the only broker on 
the sale. : 
1s to OB Akg at aces aetna a eae Closer for the Title Guarantee Co., under their title 
o of 
are NHINDES = ..66.04-00 
— Wile ci rena eae ees Attotney £06 6%. cco. oe, holder of Mortgage 
ntal Re MG ede eee eae ean Representative of governmental authority 
mnth- (when necessary) 
| * * * 
ee I. REAL ESTATE AND SUMMARY 
first oT Dia ad ° 4 | Ol 7 re erm Mr NC ey one Gener tar sr ced or Ce eee $ 
vs in Subject to the following mortgages: 
MiNSt MMOLtGAGE. NEI DY << cnic caso Pewee te ume ees $ 
os Second miocteawe. NEM HV 5 <6 c00:< ag. cis ya siviereee eomsemerercte $ 
us im RINGERS) a5 5s fers Srenecs ce varpin aia ts ara ee eee ea ene ar eer $ 
ar 
tions Mortgages assumed, if any: 
cas (For which purchaser must give a bond) 
1OUId Total M ET nn, ea a 0 a aS Rw RO EN ee Se eee ee hae Cie ees $ 
| that as 
Te 2vo DY ONO) Dl 0 | re nee arian rrr erent con rath cic erie $ 
le Payable as follows: 
Paid on contract (date) $ 
4 Additional payment (date) $ 
oe Purchase Money Bond and Mortgage $ 
En een ae 
GT scsi :5 aye wares kate e 6 ere 2 GS Re re ee $ 
eM Balance paid atvClosiie™ a:c:0/0.551s:4 cae ates alel oraias wicca gare eetorme ei marae $ 
e ioe 
tober 1948 753 














The New York Certified Public Accountant 


SUMMARY: 


PEayanie On meal metate at Closing: \< s..i0 sus sales wane sere $ 
Adjustments in favor of Seller, per IIA ................ $ 

CANOES oN iat 5 Spe ia che Gs foc Sots Oe GIG ets Tn ale $ 

Less: Adjustments in Favor of Purchaser, per IIB ...... $ 





USC EPPS O | CS Re a on ne ASR a Re LL LONE Pee gD bey NS ; 
Paid as follows: “cm 
3y certified check dated ...... drawn by <6... to the order of ...... 
On ene ........% Rati IC 400) EG AENOUIE AOE 9c 5 a 5 overs sca pieesaretare a Oe ours orale al eneial oa $ 
a are) 2 6 ee PAW DY: cosas < cece tO THE Onder OF oes site 
DARE + ei00-6 Bank in the amount of ...... A 2 pacaara Cecehaliett sia & cencmeo ate era detec a 
41 GS ee ee See ee ny eT PERS Pee eon Pe SA aa Po. 
OTHER CAPITAL ITEMS: 
Commissions 
Fees 
Title 
Others 
+ * a 
Il A—ADJUSTMENTS IN FAVOR OF SELLER 
1. Prepaid insurance premiums, as itemized on schedule ......... es 
State: Policy no., name of company, type of coverage, term, from .............. 
CORE Oe , and premium paid. (Workmen’s Compensation Insurance is not 


transferable) 
Insurance policies should be carefully checked to see if there were any adjustments 
in the rate after the policies were issued and the value of the unearned premiums 
should be computed on the adjusted rate. (The insurance companies adjust 
premiums on the basis of the exact number of days remaining. This differs slightly 
from the Real Estate Board's rule.) 
2. Taxes (if paid in advance). 
3. Water—In New York City, frontage rates on apartment and residential property 
are paid in advance, during the month of January, for the calendar year. 
4. Buel as appraised by .....6cs00%0. 
Show number of tons of coal at $.... per ton, or gallons of oil at ....¢ per gallon. 
It is important not to overlook sales taxes on fuel. 


5. Other Supplies. 

6. Rent, from the first of the month to the effective date of closing, not collected prior 
to closi ng. Submit itemized schedule showing for each unit: tenant’s name, period, 
and amount. Show charge for collection or management fee separately. 

7. Electricity charges due from tenants, where there is a sub-metering arrangement. 


In such cases, there may also be some adjustment required with respect to the 
profit on the sale of electricity, less the prorated cost of servicing. 

8. Interest. In some sections, interest on mortgages is payable in advance. 

9. Interest on equipment notes. On the purchase of equipment by conditional bill of 
sale, interest is frequently added to the face amount and then paid in equal monthly 
installments. 

10. Sprinkler alarm service contract charges, paid in advance. 

11. Night watchman and fire alarm service charges, paid in advance. 

12. Vault lights—Rental to the City, paid in advance 

13. Other contracts for rentals. services, or maintenance, paid in advance. 

14. Sales, Gross Receipts, Use, and/or Excise Taxes imposed by federal, state and/or 
local tax authorities on transfer of personal property. 

15. Unemployment Insurance Credit, if transferable. 

16. Deposits with Electric Company or others, plus interest thereon. 

17. Miscellaneous Charges to Tenants—Water, Alarm Service, Others. 





Potal Adwustments in favoriOr SEMED cs cen Sess Ree eee $ 
Note:—All computations should be fully explained. fs 
* * * 
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Standardization of Closing Statements for Real Estate Transactions 


II B—ADJUSTMENTS IN FAVOR OF PURCHASER 


1. Interest on first mortgage from ........ 0 eee ee Btenseaces %. 
( months days) 

2. Interest on second mortgage from ........ 16 ic ees al.2 cectesr %o. 
( months days) 


> 


3. Equipment notes secured by conditional bill of sale. Submit detailed schedule. 

Interest on equipment notes. 

Security on leases deposited by tenants. 
Submit separate schedule showing amounts, dates and conditions under which 
each is returnable; also, whether the amount may be commingled with the owner’s 
general funds or whether it must be treated as trust funds. 

6. Interest on tenants’ security. 

Taxes—city, county, town and other local taxes. 
Show each separately and explain fully. Be sure to state period covered. If the 
tax rate is not fixed, then the rate for the preceding year may be applied to the 
latest assessed valuation, or a reserve set up pending determination of the current 
rate. 

8. Water-meter rates—If meters cannot be read, use estimate based on previous 
charges. Explain fully, 

9, Assessments pending. If interest has accrued on arrears, add 2 days from closing 

date for clearance. 


10. Rents collected by Seller prior to closing. 
Submit itemized schedule showing for each unit, name of tenant, period covered 
and amount. Show collection or management fee on these rents as separate item. 


11. Concessions of rent, as per detailed schedule. 
12. Water charged to tenants in advance. 

13. Alarm service charged to tenants in advance. 
14. Payroll accrued for current period. 


15. Vacation payroll accruals. 
This item has assumed increasing importance in recent years. 


16. Payroll taxes on salaries and wages (items 14 and 15) 
A. State Unemployment 
B. Federal Old Age Benefit 
C. Federal Unemployment 
17. Electricity—either by reading meters or estimate based on previous charge. 
18. Service contracts: Exterminator; other. 
19. Maintenance contracts: Elevators; refrigerators; others. 
20. Mail Chute Rental. 
21. Provision for the removal of pending violations. 
22. Others. 


on 


~ 


Total Adjustments in favor of Purchaser .............. ere 
Note: All computations should be fully explained. 


* * * 


Miscellaneous Payments by the Seller 
Broker’s Commission 
Attorney’s Fees 
Purchaser’s Attorney, for Stamps on Deed 
Title Company’s Closer, for Overtime 
Accountant’s Fees 
Escrow Funds 
Others 


Miscellaneous Payments by the Purchaser 
Title Company, for Title Policy, Search and Survey 


Title Company’s Closer, for Overtime 
Fee for Drawing Bond and Mortgage 
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Taking a Case to Bureau Conference 


By Oscar HAnticsBErG, C.P.A. 


Be rates being what they are to- 
day, examinations of a return by 
an internal revenue agent often result 
in very substantial additional tax 
liabilities. Our subject is the recourse 
available to a taxpayer after the ex- 
amination results in findings with 
which he does not agree. 

Aiter completion of the examination, 
in due course the taxpayer receives 
what is colloquially referred to as a 
‘thirty-day letter”, enclosing a copy of 
the report. The letter is called by this 
name because ordinarily the Bureau 
permits the filing of a written protest 
within thirty-days from the date of the 
letter. You may have noticed, partic- 
ularly as March 15 draws near, that 
sometimes the letter extends as little 
as only ten days within which to file a 
protest. The reason for this is that the 
expiration date of the period within 
which a deficiency may be assessed 
too close to permit the usual thirty 
days. In such cases, if more than the 
allotted time is required for preparation 
of the protest, it may usually be secured 
on signing of an agreement extending 
the statute of limitations. Lest you ask 
what right the Bureau has to allow only 
ten days in place of the usual thirty, 
you may as well know that the whole 
business of thirty-day letters, protest 
and conference exists only by the grace 
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of Bureau policy. Nothing in the In- 
ternal Revenue Code requires such 
procedure. It was instituted by the 
sureau for the purpose of disposing ol 
as many cases as possible without liti- 
gation. In any case, the letter tells you 
that you have, ordinarily, thirty days 
within which to file a written protest 
and to state whether you want an oral 
hearing. The letter usually encloses 
a sheet listing the various items which 
should be included in your written pro- 
test in order for it to conform to re- 
quirements. If you comply with these 
instructions, you will in due course be 
notified that you are to appear at a 
conference to be held in the Internal 
Revenue Agent's office. 


Place of Conference in 

Bureau Procedure 

Before actually discussing the ques- 
tion of conference procedure, it may be 
well to outline the course of a case after 
disposition by conference. First let us 
assume that you settle the case with the 
conferee. That does not finally dis- 
pose of the matter because a conferee’s 
determination, like that of an examin- 
ing agent, is subject to review within 
the Internal Revenue Agent's office and 
to subsequent review in Washington, 
referred to as “post” or “audit- 
review’. Where an agreement with a 
conferee is upset by post-review, the 
conferee does not have the right to 
override post-review, although he may 
submit sclitaoal facts of which post- 
review may not have been apprised 
and which he considers may alter the 
decision. However, given all the facts, 
should the conferee and post-reviewer 
differ, the decision of the post-reviewer 
must prevail. Recently the Bureau 
interpolated a supplementary procedure 
for such cases which permits the tax- 
payer to request a conference in the 
Internal Revenue Agent's office with a 
representative from the Practice and 
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Procedure Section of the Bureau, so 
that he may argue the case directly 
with a representative of the Income 
Tax Unit from Washington. If he 
meets with no success, he may then 
appeal to the Technical Staff as he 
might from a conferee’s adverse de- 
cision. 

Assuming you do not settle your case 
in conference, there exists the further 
appeal to the Technical Staff. The 
Staff is the highest appellate agency 
within the Bureau with respect to in- 
come, profits, estate and gift taxes. 
The Staff operates outside of the Inter- 
nal Revenue Agent’s office. In other 
words, while a conferee is an internal 
revenue agent, a Staff advisor is not. 
The Staff is part of the Commissioner's 
office, but is not part of the Income Tax 
Unit as is the office of the Internal 
Revenue Agent in Charge. Practically 
this means that if you arrive at an 
agreement with the Staff, the decision 
is not subject to post-review. The 
primary purpose of the Staff is to re- 
duce, by settlement, docketed cases be- 
fore The Tax Court. It is sometimes 
possible to reach agreements with the 
Staff which could not possibly be made 
in conference solely because it is not 
desired to try your particular case. 
Certain types of rulings which bind 
the Internal Revenue Agent’s office 
are not binding on the Technical Staff. 
In appealing to the Technical Staff, no 
additional protest need be filed. You 
simply sign a request which is tendered 
to you by the conferee for the hearing. 

In the Technical Staff, if you ex- 
haust the whole procedure, it is pos- 
sible to have more than one hearing; 
i.e, a hearing in the pre-statutory 
notice stage and another in the post- 
statutory notice stage. The pre-statu- 
tory notice hearing follows immediately 
after conference and, if agreement is 
still not reached, your case is referred 
back to the conferee for issuance of a 
statutory notice, otherwise referred to 
as a “ninety-day letter’. This notice, 
which is sent by registered mail, is 
called a statutory notice because it is 
/ 58 


required by law before the Commis- 
sioner may assess a deficiency unless 
the requirement has been waived by 
the signing of a “Form 870”. It is 
sometimes called a “ninety-day letter” 
because it gives the taxpayer ninety 
days (unless his address is outside of 
the country, in which case the period 
is 150 days) to file a petition for a 
Tax Court hearing. Before the case 
reaches the Tax Court it is considered 
by the division counsel, and his opinion 
of the litigating possibilities may vary 
from that of the Staff advisor. It is 
sometimes possible, therefore, in the 
post-statutory notice stage to work out 
a settlement with the Technical Staff 
and the division counsel and, where 
this happens, a stipulation is submitted 
to the Tax Court and the decision is 
rendered as provided in the stipulation. 


Meaning of “Form 870” 


Let us return to the point where the 
examining agent has made his findings. 
He proposes that you indicate your 
agreement by having the taxpayer 
sign a “Form 870”. First of all, it is 
important that you know what you are 
doing in having the form signed. 
Signing the form does not mean that 
you agree that the deficiency shown on 
the form results in the correct tax for 
the year. Form 870 is simply an agree- 
ment to waive the restriction on the 
right of the Commissioner to assess the 
deficiency. That restriction is that he 
must, before assessment, issue a statu- 
tory notice—that “ninety-day letter” 
we were just talking about. If form 
870 is signed, a statutory notice will 
never be sent and all that happens is 
that a copy of the report goes to the 
Collector who proceeds to assess the 
tax. Again, form 870 is not a closing 
agreement. There is nothing in it to 
preclude the Bureau from later re- 
opening the year to find additional tax 
which may be due, nor is there any- 
thing in it to preclude the taxpayer 
from later filing a claim for refund if 
he believes that he has overpaid his tax. 
Signing form 870 results in the stop- 
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Taking a Case to Bureau Conference 


ping of interest thirty days after the 
date of signing. With cases taking as 
much as a year to be typed, a consid- 
erable saving of interest may be effected 
where there is otherwise no objection 
to signing. 


Conferee’s Power to Effect 
Settlements 


It would be nice to be able to say to 
you that there is a logical progression 
in Bureau appeals in the sense that if 
the examining agent is willing to give 
you a finger, the conferee will be willing 
to give you a hand, and perhaps the 
Staff will give you the elbow.’ Unfor- 
tunately, it does not work that way. 

First of all, the conferee is an in- 
ternal revenue agent, and don’t forget 
that. He is not a judge and his attitude 
is not impartial, so to speak. Of course, 
he is supposed to be impartial as be- 
tween taxpayers and impartial towards 
the taxpayer, but there is the element 
of government interest which the con- 
feree must protect. Where doubt exists 
as to how a question should be resolved, 
his duty requires that he resolve it in 
favor of the government. He is still 
an internal revenue agent working 
within the office of the Internal Rev- 
enue Agent in Charge. 

How does the conferee go about 
settling a case? As a practical matter, 
most cases coming to conference are 
very unclear as to facts. Usually 
neither the examining agent's report 
nor the taxpayer’s protest discloses all 
the facts relevant to the issue, so that 
sometimes one cannot even be sure of 
the nature of the issue presented. The 
conferee therefore must take steps to 
determine the facts and I think it is 
quite fair to estimate that fully 90% of 
the cases which come to conference are 
settled on the basis of the findings of 
fact. They are not legal disputes which 
are involved in most cases. 

The conferee does not have the 
power to go ahead and give you any 
settlement he deems equitable. As I 
said before, he is an internal revenue 
agent and he must act in accordance 
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with the rules laid down by the Com- 
missioner of Internal Revenue, namely, 
the regulations and rulings of the 
Treasury Department and the Income 
Tax Unit. He may not challenge those 
rules, although you may. If you want 
to do so, it will have to be in the 
Courts. There is also no point in de- 
bating constitutional law with a con- 
feree. He might be interested academ- 
ically, but there is nothing he can do 
about it. There is no point in even de- 
bating equity, although as you will see 
later on, there may be some secondary 
advantages to be gained, because the 
conferee will only say, “I sympathize 
with you but why don’t you drum up 
a campaign and get Congress to change 
the law?” There is nothing that he can 
do in cases of this character. 


The conferee’s memorandum, you 
may or may not know, is submitted to 
the examining agent to be initialed 
and, if he so desires, the agent may 
write a dissenting memorandum. 
While the conferee’s opinion controls, 
unless overruled by a higher authority, 
he does have to reckon with the posi- 
tion of the examining agent. 


I suppose that at this point you are 
wondering just what the sense of go- 
ing to conference is, since the conferee 
appears to be so circumscribed. Actu- 
ally, there is much that he can do. As I 
said before, in most cases the abstract 
law is not in dispute. Everybody 
knows what the law is on travel and 
entertainment; everybody knows what 
the law is on reasonableness of salaries. 
The trouble lies in the application of 
the law to the facts. Suppose your 
case involves withdrawals from a cor- 
poration by its sole stockholder. Are 
those withdrawals loans or should they 
be considered dividends? The law is 
clear. If the withdrawals are meant to 
be repaid, they are loans; if not, they 
are dividends. That said, you are still 
far from a solution. In matters of that 
kind, in questions involved in trans- 
actions which may not have been con- 
tracted at “arms length”, the conferee 
has wide latitude. If his settlement is 
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sett 
compromise them. He is 
with production. He often 
have the time to work up the 
the manner necessary in order to effect 
The conferee’s job is to 
settle the case if he can. This difference 
in mind set actually results in the set- 
tlement of most of the cases which go 
to conference. After all, a conferee 
would feel pretty futile sitting in con- 
ference all year long without settling 
cases, so you can understand that there 
is some burden on him to settle them. 
Besides the question of time and 
mind set, there are certain types of con- 
fidential ruling which are available to 
conferees and which are not available 
) examining agents. A conferee is 
not permitted to cite them but, since 
they are turned over to him to read, 
presumably he is supposed to guide 
himself Based on these 
confidential rulings, it is sometimes 
to gain a decision where vou 

re unsuccessful with the examining 
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sides the information necessary to 
identify the taxpayer's case, these in- 
clude an itemized schedule of the find- 
ings to which exception is taken, a 
statement of the grounds upon which 
each exception rests and, if so desired, 
a statement requesting an oral hearing. 


t] 


In what detail should you prepare 
the protest? I have seen protests which 
varied from extreme brevity, practic- 
ally, “The examining agent was unjust 
and I would like a hearing in Con- 
ference’, to the other extreme of com- 
plete factual detail and citation of 
authority relied upon. Theoretically. 
a protest which simply confines itself 
to a dissent from the examining agent's 
findings need not be recognized by the 
Bureau and, if that were all you pre- 
pared, you might be surprised with a 
statutory notice instead of an appoint- 
ment for a hearing. In practice, such 
1 protest would usually be recognized 
ut you would probably be invited by 
the conferee to supplement it before 
the hearing. 

On the range of completeness, the 
sky is the limit. A detailed protest has 
two advantages. First of all, it gives 
the conferee a good working basis for 
writing up the case. From experience 
I can tell you that from the conferee’s 
viewpoint the more difficult part of a 
conference settlement is writing the 
memorandum to justify it. If your 
protest is detailed, you will make that 
task easier for him. Secondly, and 
more important, is that writing a de- 
tailed protest insures that vou yourself 
have gone into all angles of your case 
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in comprehensive manner. It is tragic, 
really, to see how often representatives 
fail to study through the case before 
they come to conference, and then wait 
for the conferee to tell them what to 
do. I suppose it is good strat 
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Taking a Case to Bureau Conference 


end up at the place you wish. It is ex- 
tremely important for you to study 
through your whole case and, if writ- 
ing a detailed protest will insure such 
study, then by all means do so. 


A very good slogan to follow is, “Get 
the facts”. Do not fall into the apa- 
thetic error of proceeding on the facts 
as they are described to you or recalled 
by you. Where documents are in- 
volved, examine them. Don’t depend 
on somebody’s description of what they 
contain. Sometimes a new approach 
reveals an angle which puts a com- 
pletely different complexion on the 
matter. I remember one case in which 
the examiner’s report set up a certain 
amount of taxable income on the basis 
of the fact that it was represented by 
cash received in advance. The tax- 
payer-corporation was committed to 
render services in the future for which 
payment was supposed to be received 
in advance. The law is clear that such 
advance receipts, if subject to the tax- 
payer’s unrestricted use, should be in- 
cluded in taxable income of the year of 
receipt. The facts as described in the 
examining agent’s report were not dis- 
puted, but the protest concerned itself 
with the inequity of distorting tax- 
payer’s “actual” income. On this ar- 
gument alone, the taxpayer could not 
of course have been successful. On re- 
examination of the facts, it turned out 
that there was no cash received in ad- 
vance in the taxabie vear; rather was 
there a billing mace in advance. The 
taxpaver billed its clients in advance 
and made an entry on its records de- 
biting Accounts Receivable and cred- 
iting Deferred Income. On the balance 
sheet at the end of the taxable vear ap- 
peared the item of Deferred Income, 
which the examining agent promptly 
considered taxable in the current year. 

‘tually, the cash was not collected 





ntil the subsequent year. This fact, of 
course, put the case in an entirely dif- 
ferent light. , 

[ remember another case which in- 
volved the first year of a consolidation. 


he regulations provide that in dividing 
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the year’s income of a corporation be- 
tween the unconsolidated and consol- 
idated periods, the exact income for the 
respective periods should, if possible, 
be ascertained from the books. If this 
is not possible, a method of proration 
is prescribed, based on the number of 
days in the respective periods. The 
corporation involved was a transporta- 
tion company which filed monthly re- 
ports of its income with the Public 
Service Commission and so it appeared 
that it was possible to ascertain quite 
accurately actual income before and 
after consolidation. This view was at 
first conceded to be a fact by the tax- 
payer’s representatives. Further ex- 
amination revealed some very sizeable 
adjusting entries at the end of the year 
which were made necessary by the fact 
that there were inaccuracies in the 
ascertainment of income during the 
course of the year. Since it was not 
possible, without giving effect to these 
vear-end entries, to ascertain the exact 
income, and since it was not possible 
to allocate the entries on an exact basis, 
it became necessary to fall back on the 
allocation formula prescribed in the 
regulations which, as it happened, was 
greatly to the taxpayer's benefit. So 
you see, the law involved in the case 
was clear. Digging up the facts was 
what determined the outcome. 

Approach your case as if you never 
saw it before. Get all the facts. They 
need not all be detailed in your protest. 
Actually, it doesn’t hurt to write a short 
or summary protest in which the out- 
lines of your case are presented, but do 
not resort to this expedient as an 
escape from adequately studying your 
case. Work up the case, then write the 
protest as you prefer. 


Citations 

The federal income tax statute is con- 
tained in the Internal Revenue Code 
and that statute can be challenged only 
on constitutional grounds. The regula- 
tions are the interpretation of the Code 
by the Commissioner of Internal Rev- 
enue. These regulations bind all em- 
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ployees of the Commissioner, although 
they may be challenged by a taxpayer 
who thinks they conflict with the Code. 
On a par in authority with the regula- 
tions are the T.D.’s, an abbreviation 
for Treasury Decisions by which, as a 
matter of fact, the regulations are pro- 
mulgated. Then come the G.C.M.’s 
(General Counsel Memoranda), opin- 
ions of the General Counsel, followed 
by the I.T.’s (rulings of the Income 
Tax Unit), and the so-called Mimeo- 
graphs. If, in preparing your case, you 
find support in any of the aforemen- 
tioned expressions of Treasury opin- 
ion, your position is to that extent 
stronger. 


Supreme Court decisions are, of 
course, supreme law and binding on 
both the taxpayer and the Commis- 
sioner. As to lower court decisions, 
the Commissioner may exercise the 
peculiar right of accepting the decision 
to dispose of the particular case being 
tried, but of announcing that he will 
not follow the decision for purposes of 
disposing of similar issues arising in 
future cases. For reasons of his own 
he does not appeal the instant case; he 
may be awaiting a conflict in circuits 
to support an appeal, or he may be 
awaiting a more favorable case to ap- 
peal, perhaps where the taxpayer's 
equities are not as strong; but he indi- 
cates his dissatisfaction by publishing 
his non-acquiescence in the decision. 
A non-acquiesced case should not be 
relied on in preparing a protest if you 
expect a favorable decision from the 
conferee because he is, in effect, on 
orders not to credit it. On the other 
hand, the Commissioner may publish 
his acquiescence in a lower court de- 
cision which indicates that he has been 
converted to the court’s reasoning and 
that type of case is good ammunition. 
Lying between the acquiesced and non- 
acquiesced cases are the cases which are 
not appealed from the lower courts 
and on which the Commissioner takes 
no public action. These cases will or- 
dinarily be followed by the conferee if 
they appear pertinent and there exists 
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no special reason for not following 
them. The Commissioner also indicates 
cases to which he attaches special impor- 
tance by having them published in the 
Internal Revenue Bulletin. If you can 
cite a published case in your favor it 
is practically the same as having the 
regulations in your favor. 

Ordinarily in writing your protest, 
the emphasis should be on the tacts 
rather than on the law. The conferee’s 


_chief concern is to find out what the 


case is all about. It just happens to be 
true, as I have previously noted, that 
once the facts are clearly developed 
fully 90% of the cases which come to 
conference settle themselves. 


Other Protest Requirements 


The written protest must be signed 
by the taxpayer under oath. The per- 
son preparing the protest must attach 
a statement indicating that he prepared 
the protest and that he knows, or does 
not know, of his own knowledge that 
the facts stated therein are true. This 
latter statement does not have to be 
made under oath. If the taxpayer is to 
be represented, the protest should be 
accompanied by a power of attorney. 
The power need not be written in any 
special, technical language, but if the 
representative wishes to receive cor- 
respondence from the Bureau, that 
should be specifically stated in the 
power, A representative must also be 
specifically empowered to sign a waiver 
extending the statute of limitations; so 
if the taxpayer is contemplating a trip 
to Europe you had better include the 
power specifically, or you will not be 
permitted to sign the waiver. 

A representative is required to sign 
a fee statement indicating whether his 
remuneration is on a fixed or con- 
tingent fee basis. Where a contingent 
fee is involved, the representative must 
submit the arrangement to the Com- 
mittee on Practice in Washington for 
approval. To be approved the fee must 
include provision for a fixed payment 
to be made win, lose or draw. The 
fixed portion of the fee must be “sub- 
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Taking a Case to Bureau Conference 


stantial” and the contingent portion 
not “unreasonable”. What those terms 
mean depends on the nature of the case 
and the financial condition of the tax- 
payer. The Committee on Practice 
advises you of its opinion after you file 
your arrangement. As to the relation- 
ship of the conferee to a representative 
retained on a contingent fee, it ordi- 
narily is not different from the fixed 
fee representative. I know of no orders 
to treat contingent fee representatives 
any rougher than usual. 


The Oral Hearing 


In the oral hearing, as in the written 
protest, the procedure is informal. 
Persons who may be present at the con- 
ference are the taxpayer, employees of 
the taxpayer and representatives of the 
taxpayer, or any one of them. To re- 
present a taxpayer the representative 
must be enrolled to practice before the 
Treasury Department and, as evidence 
of his enrollment, he must exhibit his 
“Green Card” before he will be recog- 
nized. For the government there is the 
conferee and the examining agent, if he 
chooses to be present. 

The purpose of the oral hearing is to 
afford the taxpayer an opportunity to 
prove the facts stated in the protest and 
to elaborate on them, and to press his 
version of the case. In argument, it is 
well to stress the equity and fairness of 
the taxpayer’s position. In explaining 
the powers of a conferee, I stated that 
he could not base his decision on equity 
where the regulations required other- 
wise. Nevertheless, most cases come 
up with more than one issue involved 
and, even when only one issue is in- 
volved, it is oftentimes necessary to 
make certain findings of fact in order 
to determine the amount of income 
which is subject to the disputed prin- 
ciple. Where the taxpayer’s position 
is equitable, it is only natural for the 
conferee to tend to more favorable ac- 
tion on the collateral issues so that the 
taxpayer may often salvage something 
in a situation which otherwise appears 
hopeless. 
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It is not necessary for the taxpayer 
personally to appear at the conference 
and, as a general rule, there is no ad- 
vantage in taking him along. Tax- 
payers are notoriously irrelevant, some- 
times to the point of embarrassment. 
There are certain situations where the 
taxpayer’s presence may be helpful. If 
your issue is one of officers’ salaries and 
the officer is a pretty impressive look- 
ing fellow, it might be good psychology 
to have him along. On a question of 
the value of wife’s services, if the wife 
looks and acts like a business woman, 
her presence may be an asset. The 
taxpayer’s personal appearance, how- 
ever, can always be reserved for a sec- 
ond oral hearing if necessary. 


Conference Settlements 


In considering whether to accept the 
conferee’s settlement, it is well to re- 
member that if you do not, you are 
getting closer to litigation, and the 
closer you get to litigation, the more 
nearly does your evidence have to meet 
court requirements. Indeed, in offering 
a settlement, the conferee weighs the 
litigating possibilities of the case, the 
respective strengths of the taxpayer’s 
and the government’s positions. So the 
taxpayer’s representative must make a 
similar assessment for his own pur- 
poses. We have seen that the em- 
phasis in conference is on informality. 
This informality extends to the ques- 
tion of proof, and what a conferee 
might accept because it appears 
plausible may not be admissible evi- 
dence in a court of law. For instance, 
suppose you are trying to establish a 
value for goodwill to be included in 
invested capital. The corporation was 
organized in 1915 and the record of 
earnings of the predecessor partnership 
are fragmentary, but some old reports 
are in existence which detail the earn- 
ings in which you are interested. The 
conferee may use the reports as a work- 
ing basis, but the reports might never 
be admitted as court evidence for 
failure to authenticate. If the conferee 
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gives you a fair settlement in such a 
case, take it. 

It is also well to remember that 
whenever a case is appealed from one 
man to another, the second man may 
conceive of an angle which did not oc- 
cur to the first. Anywhere along the 
line new issues may be raised. There- 
f from an examin- 
‘nt to a conferee or from a con- 
to a Staff man it is a good idea 
against the 


rore, before going 


ng ag 
rcree 
+ a | +] - 1 
to evaluate the proposed 
potential liability. 


Alternative Procedures 

Suppose after an examination you 
feel that the agent has not given you 
what vou are entitled to on the issues he 


has raised, but, on the other hand, he 





has not raised some issue he might 
have. It may be that some questionable 
item of law, on which the Bureau dis- 
agrees with the courts, has not been 
raised by the examining agent. If you 





protest his findings, you run the risk 
of having to contend with a new issue. 
Instead ot 


taking the case to conference, 


5 . 
better tO sign a Waiver, pay 


the tax, then when the period of assess- 
ing a deficiency is about to expire, file 
a claim for refund. On examination, 
your claim may be cut down to the ex- 
tent of any additional tax which may 
be found, but you will not end up with 
a net deficiency. 

Another alternative procedure, which 
may be employed where the possibility 
of additional issues is a factor, is to 
pass up the conference and invite the 
issuance of a statutory notice. The ad- 
vantage of this procedure is that if the 
issue is later raised by the Commis- 
sioner, the burden of proof rests on him 
to establish the correctness of his find- 
ing where otherwise a presumption of 
correctness attaches to his findings. 


Conclusion 

I believe that the most important ad- 
vice that you can be left with is to 
restudy your case and get all the facts. 
Don’t simply rely on the conferee to be 
more compliant than the examining 
agent. You can get a settlement in con- 
ference if vou build up a case which 
warrants it. 


BUY BONDS TODAY! 
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Conducted by BENJAMIN Harrow, C.P.A. 


The Cessation Tax 

Before the franchise tax law was 
changed in 1944, it was possible for a 
corporation to dissolve before October 
Ist, the first day of the then franchise 
privilege year, and avoid the payment 
of a franchise tax based upon the in- 
come of the previous fiscal period as 
well as the current fiscal period. The 
new law makes the privilege year and 
base year identical so that this situation 
cannot arise today. However, before 
this feature of the new law became 
operative there was an interim period 
during which it might still have been 
possible for a corporation to dissolve 
before the new privilege year com- 
menced and thus save a franchise tax 
based upon the income of the final 
fiscal periods. To prevent this the new 
law (Section 209(3)) provided for a 
special cessation or dissolution tax 
based upon any income not previously 
used as a basis for franchise tax. There 
was some question as to the constitu- 
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2 Court of Appeals, May 21, 1948. 


1948 


tionality of this provision of the law 
because its imposition had a retroac- 
tive feature. However, the Appellate 
Division! has now ruled on this issue 
and holds valid this provision of the 
law. 

The corporation that raised the issue 
had paid all franchise taxes due, which 
it held sanctioned its enjoyment of its 
franchise for a future period subse- 
quent to the effective date of the 1944 
provision. The argument of the cor- 
poration was that the right to exist for 
the future period included the right to 
cease to exist during that period. The 
new law could not curtail this right, 
and to do so is unconstitutionally re- 
troactive and in violation of the due 
process clause like a gift tax on gifts 
completed before the imposition of 
such a tax. 

The court said that the mere op- 
portunity to take measures to become 
free of a tax does not violate any 
rights. There was no constitutional 
protection for a corporation to gain an 
almost tax free existence for two years. 
It was reasonably to be anticipated 
that the day would come when the 
time of payment would be changed and 
this avenue of escape from taxation 
closed. All the law did was to ac- 
celerate the time of payment based 
upon income when a corporation de- 
cides to dissolve. This, said the court, 
was a valid exercise of the taxing 
power. 


Retail Sales Tax 

Whether the sales tax applied on 
payments made after December 10, 
1934, under an agreement and lease 
of real and personal property entered 
into before that date was the issue 
in matter of New York World-Tele- 
gram Corporation v. McGoldrick? 
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In connection with the acquisition 
of the New York World and the New 
York Telegram a certain lease was 
executed in October, 1931, at which 
time there was no sales tax in New 
York City. The comptroller assessed 
a sales tax on payments made during 
the period from December 10, 1934, 
to June 30, 1940, which were allocated 
to the personal property for which pay- 
ments under the lease were made. The 


taxpayer contended that the personal 


property was sold before the sales tax 
was enacted and that it was not the 
purpose of the law to tax prior sales 
of property delivered before the Act 
took effect, even though payments 
were made thereafter. This contention 
seems to be in accord with the comp- 
troller’s regulation (Article 29). In 
this case, the agreement took the form 
of a lease, but the court held that it 
spelled out a conditional sale and that 
the delivery of the property occurred 
before the sales tax went into effect. 
The payments under the lease were 
therefore held to be nontaxable. 

There was a dissenting opinion by 
Judge Fuld. He felt that the majority 
opinion upset an administrative deci- 
sion which depended upon a finding 
of fact that had reasonable support in 
the record (shades of Dobson!). He 
felt that the intention of the parties 
was not to effect a conditional sale of 
the personal property, but merely to 
lease it on a rental basis. One other 
judge joined in the dissent. 


Estate Tax—Mineral Rights as 

Personalty or Realty 

A New York decedent at the time 
of her death owned certain rovalty 
rights on minerals produced from 
lands located in Texas, An issue arose 
as to whether the value of these rights 
was taxable in the decedent’s estate as 
personal property or exempt because 
such rights are real property, and real 
property outside the State of New 

3 Estate of Mary R. Jenney, Surrogate’s 

1948, page 2416. 


York is not subject to the New York 
estate tax. The Surrogate held? that 
such rights under Texas law ‘run with 
the land’ and are taxable as realty. 
Hence the value of the rights was not 
subject to estate tax. In this case the 
land had been conveyed by absolute 
deed with a reservation of some rights 
to royalties in minerals produced. 

This decision would seem to give 
favored treatment to what would ap- 
pear to be income derived from the ex- 
ploitation of natural resources. Such 
income has long been given special 
treatment in income taxation. The sale 
of timber, for example, under the In- 
ternal Revenue Code, is treated as in- 
come from capital gains rather than 
ordinary income. Depletion of wast- 
ing assets may be based upon a 
hypothetical discovery value rather 
than cost. 

The income tax law of 1894 that was 
held to be uncostitutional* in 1896 was 
based upon the reasoning that the law 
was a direct tax. Here’s the way the 
Supreme Court reasoned. The law 
taxed income from rents. The source 
of the rents was land, real property. 
A tax on the land itself would be a di- 
rect tax. Hence, a tax on income de- 
rived from the land is a direct tax. 
The Sixteenth Amendment eliminated 
the classification of income as direct 
merely because a tax on the source of 
the income would be a direct tax. The 
modern concept is to treat income as in 
a class by itself. 

If not for classic notions of real 
property and rights running with the 
land, a royalty right is a personal prop- 
erty right to receive income derived 
from land, the same as rents. 


Tax Liability of Estates and Trusts 


The law makes an estate or trust a 
separate taxable entity. However, that 
does not mean that all the income of 
an estate or trust will be taxable to 
the entity. It is within the power of 


Court, New York County, N. Y. L.J., June 29, 


4 Pollock v. Farmer’s Loan and Trust Co. 157 U. S. 429. 
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any person to create a trust. Usually 
at least three persons are involved tax- 
wise in a trust situation: the grantor 
of the trust, the immediate beneficiary 
of the trust (the life tenant) and the 
ultimate beneficiary (the remainder- 
man). A trust involves a legal trans- 
fer of property to a trustee (the fiduci- 
ary) who holds the property for the 
benefit of immediate and/or ultimate 
beneficiaries, in accordance with the 
terms of the deed of trust. Under our 
income tax laws, income is taxed on an 
annual basis and usually income is 
taxed to the legal owner of the prop- 
erty from which the income is derived. 
To prevent avoidance of taxes it has 
seemed fair to tax the beneficial owners 
of property, ignoring legal ownership. 
That is why a grantor of property 
transferred in trust may nevertheless 
be taxed upon the income even though 
he does not own the property. Under 
the Internal Revenue Code, that would 
be true in all cases where the trust is 
revocable and under the Clifford rule, 
even in cases where the trust is irre- 
vocable. The state income tax law fol- 
lows more closely the principle that 
income should be taxed to the legal 
owner of the property from which the 
income is derived. A grantor would 
thus not be subject to tax on the in- 
come of a revocable trust. However, 
if a beneficiary under a revocable trust 
receives income properly distributable 
to him, he is subject to tax on such in- 
come as the person beneficially the 
owner of the property. Nevertheless, 
gain or loss on the sale of property in 
a revocable trust would be reported by 
the trust entity, the legal owner of the 
property. 

3y a specific provision in the tax 
law (Section 365(6) ), any part of the 
income of a trust that may be applied 
to the payment of premiums on policies 
of insurance on the life of the grantor 
is taxable to the grantor, whether the 
trust is revocable or irrevocable. In 
this respect the federal and state laws 
are the same. 


Section 365(1) enumerates the prin- 
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cipal provisions in typical trust situa- 
tions that deal with the distribution of 
income that would be taxed to the trust 
itself as a separate taxable entity. The 
trust deed may provide that income 
should be accumulated for the benefit 
of unborn or unascertained persons or 
persons with contingent interests. 
Such income is taxable to the trust, 
but in a real sense it is paid by such 
unascertained persons, since the tax 
paid by the trustee (the fiduciary) is 
charged by him against the share of 
the income ultimately to be turned 
over to the remaindermen. 


The trust deed may provide that in- 
come be held for future distribution 
rather than current distribution. Here, 
too, the tax is really being paid by the 
distributee since the trustee will charge 
the tax paid by him against the dis- 
tributee’s share ultimately distributed 
to him. To be sure, the manner of tax- 
ing trust income may work out ad- 
vantageously tax-wise because of dif- 
ferences in tax rates and income 
brackets, but the tax law must and does 
give recognition to the legal relation- 
ships created by trusts. 

The income of discretionary trusts, 
that is, trusts that give the fiduciary 
the power to distribute or not, are 
generally taxable to the trust. That is 
true whether the discretion or power 
relates to the beneficiaries to whom the 
income may be paid, or whether the 
discretion relates to the amounts to 
which any beneficiary is entitled. How- 
ever, any income properly paid or 
credited to any beneficiary during the 
taxable year is taxable to the benefici- 
ary and deductible in computing the 
net income of the trust or estate. 


Since the death of a taxpayer in- 
volves the administration of a dece- 
dent’s estate, the tax law recognizes 
the estate as a taxable entity, and Sec- 
tion 365(1) provides that the estate 
itself is taxable on income received by 
estates of deceased persons during the 
period of administration and settle- 
ment of the estate. 
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Income Taxable to a Beneficiary 





Phe beneficiary of a trust is treated 
as the beneficial owner of property, 
the income from which 1s currently 


distributable to him and he is taxable 


upon such income. Likewise, income 
collected by a guardian of an infant 
to be held or distributed as the. court 
Mis ect is to be deducted from the 
net income of the trust and so, pre- 
sumably, is taxable to the infant bene- 
ficiary. Ji during the administration 
f an estate, income is properly paid 
or credited to any legatee, such lega- 
tee is taxable on the income. 


Resident and Non-Resident 
Trusts or Estates 


One of the distinctive features of 


the taxation of trusts in New York is 
the classification of trusts as resident 
or non-resident. It is this classifica- 
tion that gives the State the necessary 
jurisdiction to tax such trusts on all 
of its taxable income (the resident 
trust) or only on that portion of its in- 
come earned in New York (the non- 
resident trust). A resident trust is 
defined in Section 350(7) as one 
created by a person domiciled within 
he state. The location of that person's 
property would be immaterial. An 


resident estate if the de- 
person was domiciled at the 
f his death within the state. This 
of jurisdiction to tax is similar 
jurisdiction to tax any person 
domiciled New York. 
In the of a non-resident trust, 
created by a person not domiciled 
New York at the time of the creation 
of the trust, New York has jurisdic- 
tion to tax only income earned in New 
that ered mean in- 


York. Gener ally, 
come froma wt he ss operated in New 
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York real 


the 


York or income from New 
estate. This juridiction is like 
power to tax non-resident individuals. 
This classification of trusts is unique 
in New York. Other states tax trust 
income differently, with the result that 
] 


trusts and trust beneficiaries may be 
subjected to double taxation because 
more than one state may claim juris- 


diction to tax. 


For example, a resident of Virginia 
was the beneficiary of a discretionary 
trust. This: trust was a New York 


resident trust, and all the income was 
taxable in New York. The income of 
the beneficiary was held taxable in 
Virginia.» Under the New York law 
in effect since August 30, 1943, 
income paid to the beneficiary would 


such 


be allowed as a deduction from the 
net income of the trust. 
The residence of the trustee (the 


fiduciary) does not affect this classifi- 
cation of trusts. 


Resident and Non-Resident 
Beneficiaries 


With respect to income taxable 
beneficiary, a distinction must be made 
between the resident and non-resident 
beneficiary. The resident beneficiat 
would be taxed on all the income dis- 
tributable to him, egardless of 
whether such income is derived from 
sources within or without the state and 


toa 


regardless of whether the income is 
derived from a resident or non-resi- 


dent trust. (Reg., Art. 245). This is 
the rule that applies to taxable income 
of any resident or any resident partner 


who is a member of a non-resident 
partnership. The non-resident bene- 
ficiary is taxabl » only on such part of 
the income from the trust as arises 
from sources within the state. This 
would exclude annuities, interest on 
bank deposits, interest on bonds, or 
dividends on stock. This, too, is the 


rule applicable to the taxation of any 
non-resident individual. 


Ith 
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Allocation—The Receipts Factor 


in the July issue of the Tax Clinic 


‘(page 536), we stated that a corpora- 


tion which has a permanent an 
tinuous place of business outside the 
state may allocate receipts outside New 
York, even though the orders were ac- 
cepted in New York. Under the facts 
presented, the New York corporation, 
in addition to the operation of a man- 
ufacturing plant in New Jersey, pur- 
chased goods in the finished state from 
another New Jersey corporation. 
Deputy Commissioner Burton com- 
ments on my note and calls attention 
to one point that perhaps was not em- 
phasized adequately. For receipts to be 
allocated outside the state, the goods 
actually must be located in the New 
Jersey plant of the taxpayer at the 
time of the appropriation of the goods 
to the order. If, therefore, the goods 
purchased from another corporation 
are located at the other corporation's 
plant at the time of shipment to the 
customer of the taxpayer, then the re- 
ceipts from such sales would be al- 
located to New York because the or- 
ders were accepted in New York. In 
a case such as the one discussed, 

taxpayer would have to keep a record 
of where the rex ods were located at the 
time of shipment in order to determine 
whether the particular receipts are to 
be allocated to New York outside 


New York. 


1 con- 
] 


Computation of Distributive 

Share of Partners 

In the July issue of the Tax Clinic 
(page 538), we offered an analysis of 
the problem of determining the distri- 
butive share to each of two partners 
fa charitable contribution made by a 
partnership. Last month we added 
some further comments as a result of 
some dissenting opinions of some of 
our members. Mr. N. R. Caine of the 
Institute of Tax Consultants, Inc., 
makes a number of interesting com- 
ments on our analysis. He says, 


“In your analysis of the question, you 
first assert, because the salary paid to 


Up @ 


A is, taxwise, to be considered as a ‘divi- 
sion of profits’, that expressed in percent- 
ages A’s distributive share in the partner- 
ship net profits was 2%, and B’s %. From 
this premise you concluded that the share 
of the $1,000 contribution should be ap- 
portio med, 24 or $666.67 to A and 1% or 


“Presumably your decision would be the 
same whether the apportionment were 
made under Regulation Article 232 of the 
New York State Law or under Section 
183(c) of the Federal Income Tax Law. 
In either event, you would base each part- 
ner’s distributive share of the charitable 
contribution made by the partnership on 
his distributive share of the net profits 
rather than on that portion of the partner- 
ship profits used to make the partnership 
contribution.” 


Mr. Caine then says that my conclu- 
sion is not consistent with the accepted 
accounting treatment of the transac- 
tion: Accounting-wise, it would seem 
that the distributive share of each part- 
ner in the income and in the expense of 
a partnership is the percentage ar- 
rived at by considering salaries as a 
division of profits and not as an ex- 
pense of the business. Mr. Caine goes 
on to say that the economic result 
sought by the partners may be a distri- 
bution based upon the profit and loss 
ratio after the provision for salaries. 
That may be so, and that is the reason 
why the Tax Commission will accept 
a distribution of a partnership chari- 
table contribution either on the basis of 
a profit and loss sharing ration after 
salaries or before salaries. 

Mr. Caine continues as follows, 

“Neither Regulation Article 232 of the 

New York State Law nor Section 183(c) 

of the Federal Code specifically defines a 

partner's distributive share of a partner- 

ship contribution. The State refers to ‘his 
proportionate share of the contribution 
made by the Partnership’. The Federal 

Law refers to ‘his distributive portion of 

any contribution’. Neither section states 

what such distributive portion should be 
based upon. By your decision, you imply 
that the distributive portion of the con- 
tribution should be based upon the distribu- 
tive share of the partnership net profits. 

The word ‘distributive’ used in the Fed- 

eral statute, in my opinion, has no dif- 

ferent meaning from the word ‘propor- 
tionate’ used in the State statute.” 
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“The taxing authorities, when they 
changed the law denying the right to a 
partnership to treat a charitable contribu- 
tion as an expense, did so to plug a loop- 
hole by means of which individuals could 
get the benefit of a greater deduction than 
that provided by the ‘limitation’ on 
charitable contributions. For tax pur- 
poses, therefore, the partnership would not 
be entitled to treat the partnership con- 
tribution as an expense, but it does not 
follow that the proportion of the contribu- 
tion which each partner should report 
should be based on that portion of the 
partnership profits which in fact were not 
used to make the charitable contribution. 
The salary paid to A in the example given 
was fixed and constituted a prior lien on 
the partnership profits. This $10,000 salary 
therefore was not available for charitable 
contributions. When the partnership made 
the $1,000 contribution, it did so out of the 
profits remaining after the payment of the 
$10,000 salary. Hence, the partnership 
profits used to make the charitable con- 
tribution amounted to $20,000 in which 
each of the partners had an equal share. 
It seems therefore that it would be fairer 
and more consistent with the economic re- 
sult desired by the partners for the distri- 
butive share of their charitable contribu- 
tion to be based on their share of the 
partnership net income after payment of 
salary, rather than upon their ultimate 
distributive share of the partnership net 
income.” 


Mr. Caine’s argument is most persua- 
sive. Conceivably, the partners might 
agree that charitable contributions 
should be based upon the profit sharing 
ratio after payment of salary in which 
case we should agree entirely with Mr. 
Caine. Would his argument be ap- 
plicable also to the distribution of part- 
nership capital gains or capital losses 7 
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What is a Real Estate Corporation? 


A corporation organized to conduct 
a real estate business acquires a lease-' 
hold on a hotel for 21 years. The lessee 
corporation pays an annual rental plus 
any increase in real estate taxes over 
the current New York City taxes. Un- 
der the agreement the lessor pays the 
real estate taxes, except for such in- 
crease. The corporation rents busi- 
ness space as well as accomodations on 
a transient and permanent basis. The 
question is asked whether this cor- 
poration is a real estate company, tax- 
able under Section 182 or a business 
corporation taxable under Article 9A. 

Section 182 defines a real estate cor- 
poration for the purpose of the tax 
under this section. Included in this 
classification is a corporation wholly 
engaged in the business of leasing real 
property held under a leasehold for a 
term of at least twenty years, by the 
terms of which the taxes on the real 
property are paid by the lessee cor- 
poration as part of the consideration for 
the leasehold. A corporation must meet 
this classification squarely to be taxed 
as a real estate company. Under the 
stated facts, since the lessee corporation 
does not directly pay the real estate 
taxes, it cannot be classified as a real 
estate company. It, therefore, is tax- 
able under Article 9A as a_ business 
corporation. The fact that the rental 
paid under the leasehold probably in- 
cludes an amount sufficient to cover the 
real estate taxes would not meet the 
requirements of Section 182. 
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Conducted by Witt1am W. WERNTz 


Insider profits 


S.E.C. has determined not to adopt 
the proposed insider-profits rule which 
was discussed in the April issue. The 
proposed rule sought to define the 
profit recoverable by a corporation 
under Section 16 of the 1934 Act as the 
difference between the proceeds of the 
sale and the actual cash expended for 
the option and in its exercise, without 
regard to the value of the option at the 
time of its exercise. The difficulty, of 
course, lay in the treatment to be ac- 
corded the difference between option 
price and market at the time of exer- 
cise, that is, the “value” of the option 
—whether any such value ought not 
properly to be considered as a form of 
compensation or other reward. The 
release (No. 4145 under the 1934 Act) 
announcing abandonment of the pro- 
posal, at least for the present, reads as 
follows: 

“Pursuant to the invitation contained in 


the aforesaid release comments were sub- 
mitted by interested persons. Upon its 





WittiAM W. WERNTz, formerly 
Chief Accountant of the S.E.C., is 
now associated with Touche, Niven, 
Bailey & Smart, C.P.A’s. 

Mr. Werntz is a graduate of Yale 
University and of Yale Law School, 
and is a member of the Connecticut 
Bar. He was formerly an instructor 
(. accounting at Yale University and 
Yale Law School. He was also an 
accounting consultant to the O.P.A. 
and the Treasury Department. 

Mr. Werntz is the author of 
numerous articles which have ap- 
peared in technical accounting publi- 
cations. He is Vice-President of the 
American Accounting Association. 
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consideration of these comments the Com- 
mission has determined that there is such 
uncertainty as to whether the value of the 
option or similar right at the date of exer- 
cise should not be included in computing 
the cost of the security and therefore the 
amount of the profit recoverable under 
Section 16(b) that it would not be war- 
ranted, prior to judicial determination of 
this question, in promulgating a rule which 
necessarily assumes as its basis that no 
effect should be given to the value of the 
option at the date of exercise in comput- 
ing such profit. For this reason the Com- 
mission has determined not to promul- 
gate the proposed Rule X-16B-5 as set 
forth in the aforesaid release.” 


Offerings to stockholders 


Under a proposed new rule released 
for comment in Securities Act Release 
No. 3300, S.E.C. has again sought 
means of encouraging and permitting 
the dissemination of information about 
new issues prior to the effective date of 
the related registration statement. The 
rule applies only as between the issuer 
and its existing shareholders. In such 
offering, the issuer could send a pro 
forma prospectus to its shareholders 
prior to the effective date provided the 
final document, which would constitute 
the “offer” for statutory purposes, is 
sent within twenty days thereafter, 
incorporates the preliminary document 
by reference and supplies the necessary 
data as to offering price and related 
matters. The proposal seems to us to 
be a somewhat complicated step in the 
right direction. If in the preliminary 
circulation the annual report could be 
utilized as an integral and basic docu- 
ment, a much more useful and efficient 
means of dealing with stockholders 
might well be developed. 


Proxy proposals 


Section 14(a) of the Securities Ex- 
change Act of 1934 vested in S.E.C. 
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rable authority in respect to the 
form and content of proxy statements. 
Irom rather meager beginnings, the 
so-called “proxy rules” have, by means 
of frequent changes both in the rules 
and apparently in the attitude of the 
Commission, developed into a complex 
and delicate instrument of administra- 
tive policy. The delicacy and impor- 
tance of the development are possibly 
best measured by the amount of con- 
troversy that has developed each time 
major changes in the rules have been 
proposed, Release No. 4114 under the 
1934 Act sets out the most recent 
group of proposed changes. These con- 
sist of certain technical changes and 
three substantive proposals. 


conside 


The first is described in the release 
as follows: 


“In order to simplify the form of 
proxy, certain statements heretofore re- 
quired in the form of proxy may, in the 
future, be set forth in the proxy  state- 


ment. A provision of the amended rule 
would provide that the form of proxy 
shall contain no recommendations as to 


the choice to be made by security hold- 
ers, although such recommendations may, 
of course, be set forth in the proxy state- 
ment. A further provision of the 
amended rule would provide that no 
proxy may confer authority to vote at 


any annual meeting other than the one 
following the solicitation. The purpose 
of this provision is to prevent the pre- 
mature solicitation of proxies and the 
use of proxies solicited on the basis 
of out-of-date information. A _ further 


amendment to the rule would require the 


proxy statement to provide that the 
shares covered by the proxy will be 
represented at the meeting and will be 
voted in accordance with any specifica- 
tions of choice made in the proxy. This 
provision would merely make explicit 


what is presently deemed to be implicit 
in the language of the rule. 


The second delimits the duty of 
management to include in the proxy 
statements proposals submitted by 
stockholders as otherwise required by 
Rule X-14A-8. Experience appears to 
prove that the rule has been used by 
stockholders to disinter 
causes” and, by others, misused for 
purposes of personal gratification. The 


some “lost 


vi 
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proposed rule would permit omission 
of proposals which received no mate- 
rial support in prior years, or which 
were abandoned by their sponsor by 
failure to appear at the meeting, or 
which appear clearly to have been 
submitted “primarily for the purpose 
of enforcing a personal claim or of re- 
dressing a personal grievance against 
the issuer or its management.” The 
price of omission is notification to the 
Commission and to the stockholder of 
the management's decision to omit and 
the reasons therefor. 

The third proposal revises some- 
what the information required as to 
remuneration of officers and directors. 
It also requires data as to any in- 
debtedness owed the corporation by 
associates of directors, officers and 
nominees as well as of such officials 
themselves. The surprising thing about 
the proposed rules is its omission of 
any direct reference to options as a 
means of remuneration. In view of re- 
cent rapid developments in this area, it 
would seem that this possible form of 
compensation ought to be either spe- 
cifically included or excluded—but in 
no event left to interpretation! 


Sales of property with a lease back 

The current fashion of financing 
fixed properties through specialized 
forms of leases, ordinarily involving 
a non-profit institution, has given rise 
to a new species of deficiency from 
S.E.C. calling for a footnote to the bal- 
ance sheet keyed to a caption in the 
statement itself, such as “Long-term 
lease commitments.” In the footnote it 
is requested that a classification of 
leases be made according to the vear 
of expiration with the aggregate mini- 
mum annual rental for each classifica- 
tion. Where, as is often the case, the 
property has been sold to the lessor by 
the lessee, a request may be made for 
additional data as to the sales price, 
profit or loss, terms of lease, and, if 
there is an option to repurchase, for 
consideration of the necessity of re- 
flecting a liability for the repurcliase 
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price, if it is intended that the property 


will ultimately be repurchased. 

‘here is, of course, no doubt that 
these sale-lease-repurchase  arrange- 
ments are of importance in any con- 
sideration of the financial position of 
the enterprise and in any comparison 
of different enterprises. There are also 
unhappy memories of concerns whose 
lease arrangements ultimately resulted 
in grave financial difficulties. The in- 
creasing use of the current device may 
well point to the necessity of some form 
of additional disclosure or even, per- 
haps, of treatment comparable to that 
accorded equipment obligations. In- 
deed, the importance of lease arrange- 
ments is already recognized by Regula- 
tion S-N in that Schedule XVI 
requires disclosure of the amount of 
rents and Note 5 asks for “the aggre- 
gate annual amount of rentals upon all 
real property’ leased to the company 
“for terms expiring more than three 
years after the date of the filing.” 

The usual form of deficiency citation 
appears to us, however, not to be a 
wholly satisfactory approach to the 


problem. It has not been customary to 
require a balance sheet caption for 
lease commitments, with or without 
the showing of any dollar amount. Nor 
does the usual deficiency appear to dis- 
tinguish cases in which the leasing is a 
purely commercial arrangement from 
those in which it amounts to a form of 
secured borrowing. Such fundamental 
differences depend on a variety of fac- 
tors such as the fairness of the rentals 
in terms of property cost, the rate of 
pay off, the final disposition of the 
property, and similar matters. There 
would also seem to be a conflict of 
approach with the requirements of 
Schedule NVI. Finally, it seems ques- 
tionable whether the individual defi- 
ciency approach is an appropriate 
means of dealing with so widespread 
a question. On the contrary, it would 
seem preferable after due and ex- 
tensive consideration to revise the 
requirements in respect of future fil- 
ings or, perhaps, to formalize the 
problem and the solution by means of 
an accounting series release that would 
he of general application. 
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By Lewis Gtiuick, C.P.A. 


Much Ado About One Oh Two 

N THE printed procedings of the 1947 

N.Y.U. Tax Institute there are 33 
solid pages of type devoted to Section 
102, I.R.C. Besides that, most of the 
other papers mentioned it. J. K. Lasser, 
in his Business Tax Guide, devotes six 
double column pages to the subject. 
That is a lot of space to give to a sec- 
tion on which there are just over one 
hundred reported court cases. Our 
problem is, therefore, to consider if it 
is too much. 

Robert N. Miller points out that 
102 is like lightning. You want to 
avoid being struck. He also points out 
that it is unlike lightning. You can’t 
argue with lightning. But nine out of 
ten 102 cases are settled out of court. 

So, rushing in where angels fear to 
tread, the writer is going to give his 
views about 102. It is nothing to be 
afraid of, if you have behaved your- 
self. It is there for a valid purpose; 
even though the method is largely one 
of political expediency.! It makes tax 
avoidance difficult and expensive. You 
do not have to stand next to an oak 
tree when a_ thunder-storm breaks, 
thereby increasing the lightning hazard. 
You can lie flat on the ground, away 
from the tree (or anything else that is 





Lewis Gtuick, C.P.A., has been 
a member of the Society since 1924. 
He has recently resumed practice in 
New York City, and been reap- 
pointed to the Committee on Ac- 
counting Machinery, of which he 
was chairman in 1939 and 1940. The 
October issue of the TAX MAGAZINE 
has a special twentieth anniversary 
issue of his SHOPTALK. 











1 Lasser’s Business Tax Guide, page 29. 


vertical) and the chances of lightning 
striking are virtually nil. Of course, 
you will be soaked by the rain; or by 
the tax on individual income on the 
dividends the company paid to avoid 
102. 

Obviously, the best thing is to seek 
shelter in a building with a built-in 
lightning rod; or a tax structure that 
will withstand T.D. 5398. 

The chances of seeing 102 repealed, 
or even modified in a major way, are 
not worth considering, no matter how 
much wishful thinking is indulged in. 
3ut there is no use in being afraid of it, 
beyond the normal fear which one may 
have for any part of the law (including 
traffic cops). 

For one thing, present tax rates and 
labor costs preclude much probability 
of accumulating enough surplus, let 
alone an excessive amount. For an- 
other, with the inflation spiral acceler- 
ating, reservation of profits to meet in- 
flated costs of replacing assets is a fine 
lightning rod. A little common sense 
will keep such reserves in bounds. 

Thirdly, a little knowledge of tax his- 
tory will help. 102 or its equivalent has 
been with us a long time. Go through 
many? of the reported cases. Or, for 
that matter, use your own experience 
with clients. You will probably get an 
impression from those decided against 
the taxpayer. There was wishful think- 
ing. Some day the surtax rates would 
go down sharply. Some day dividends 
might be restored to the normal tax- 
free status which they enjoyed prior to 
1933, in the hands of individuals. Or 
they might be given the 85% credit that 
corporations enjoy. Then, the company 
could distribute its surplus. 

There may still be a few such wishers 


2 One or two won't do. You have to study a lot of them. 
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left. The chance of taxes ever getting 
back to the Mellon rates is negligible. 
All taxes will stay up. If you have 
surplus not reserved for a real need, 
pay it out and be done with fear of 102. 
Now is as cheap a time as you will get. 
There is still enough of the old “soak 
‘em’ bloc in Congress to make the re- 
vival of the undistributed profits tax of 
1936 a threat. Remember that, and be 
glad that you have only 102 to deal 
with now. 

Consider the President’s recent re- 
quest for re-enactment of the Excess 
Profits Tax. 102 was practically a dead 
letter during 1940 to 1945. Better 102 
than 722! 


There are numerous sections of the 
I.R.C. which are kin to 102 in their 
purpose to prevent avoidance of tax. 
24(b) is an example. You dare not 
leave these out of your reckoning; nor 
let your clients do so, if within your 
power to prevent. The writer thinks 
that most of his readers are like him, 
from long exposure to these provisions. 
We walk across 42nd Street at rush 
hour, and stop sub-consciously for traf- 
fic lights, without missing a word of 
friendly conversation, contemplation of 
our current problem, or an old-look 
skirt. Section 102 is just another traffic 
light on the street of taxation. There 
is entirely too much ado about it. 
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A BIBLIOGRAPHY ON PETROLEUM INDUSTRY ACCOUNTING si 
The following bibliography was prepared by the Committee on Petroleum r 
Industry Accounting of the New York State Society of Certified Public Account- “a 
ants as a suggested reference list in this field. While an extensive search was i 
made by this Committee, the list does not purport to be complete and all inclu- ( 
sive. The Committee invites suggestions for additional listings. Cay 
Title and Author Publication Date 
A Case Study of Accounting for Fixed N.A.C.A. Bulletin—Sec. 1, ! 
Assets—T. A. Selogie p. 221-232 October 15, 1941 FF Cos 
Accounting for Distributors of Petroleum Pathfinder Service Bulletin, 
Products—S. E. Davis, Jr. No. 140 August, 1940 | Cos 
Accounting for Extractive Industries (In Pacioli Press—San Francisco, | 
Some Specialized Phases of Accounting Gal: i947) De: 
Practice)—Myron M. Strain F 
Accounting for Leasehold Costs in the Petro- Journal of Accountancy, ir 
leum Industry—Leo C. Haynes p. 327-339 April, 1942 C 
Accounting for the Oil Industry—Papers and Tt. IV—p. 243-269 1940 FF Der 
Proceedings Presented at the 53rd. Annual 
Meeting, American Institute of Account- Dey 
ants, 1940—"“Experiences with Extensions \ 
ot Auditing Procedure and Papers on Te 
Other Accounting Subjects.” ‘ 
Accounting Methods of Oil Companies Bulletin of The American Der 
Institute of Accountants, ; 
p. 16-17 June 15, 1934 
Accounting Practices of a Cycling Operation Texas Accountant, .. WR 
Dennis B. McNamara p. 1, 3-4 February, 1947 sori 
Accounting Problems of Recycling Com- Texas Accountant, 
panies—IV’. D. Sprague p: 1, 3-5 March, 1943 : 
Accounting Procedure for an Oil Company— Journal of Accountancy, ve 
(accounting questions ) p. 187-188 September, 1938 J 1. 
Accounting for the Depletion of Oil Lands— Journal of Accountancy, . hy 
Harvey A. Andruss p. 103-117 August, 1936 if 
Accounting for the Oil Producing Industry— D. Van Nostrand 1943 
John Burnis Allred D, 
Accounting for the Petroleum Industry— McGraw-Hill Book Company, ¥ 
R. IW. McKee and D. F. Moreland New York, N. Y. 1925 
Accounting for the Small Oil Producer Pathfinder Service Bulletin,  'h 
Hk s=00 July, 1936 f° 
\ccounting Treatment of Intangible Drilling © New York Stock Exchange, = 
Costs Committee on Stock List. — 
Letter relative to method fol- a 
lowed by oil companies 1934 € 
\ccounts of an Oil Company— American Institute Publish- ' 
ty Hlumphrevs ing Co., Ine 136 page s 1934 fan 
\lso Articles: the 
Journal of Accountancy, Feb- att 
ruary; March; May; July; n 
igust; October ; November ; Vf 
1933—p. 92-6; 188-195; ; 
349-59; 31-56; 109-32; “ 
271-82; 365-74 
ai ny 194 
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Publication 
Book Department—Oil and 
Gas Journal 
p. 70-1 


Journal of Accountancy, 
p. 117-135 
N.A.C.A. Bulletin—Sec. 1, 
207-220 
Mining and Metallurgy 


Domestic Commerce, 
p. 38-43 

National Petroleum News, 
p. 23-29 


N.A.C.A. Library 


N.A.C.A. Bulletin—Vol. 
XXVIII, No. 7—Sec. 1 
Humble Way, 
p. 4-8 


Taxes, 
p. 449-451 
Oil Weekly, 
Vol. 126—p. 49-52 
N. Y. U. Thesis 
(Privately Printed) 
Harvard Law Review, Vol. 
p. 1424-1430 


on 
_ 


University of Oklahoma Press, 


Norman, Okla., 
Alderer and Michi 


Chase National Bank 


The American Institute of 
Mining and Metalurgic: il 
Engineers—N. 

Texas hawiaiiads. 

p. 5-9 

Journal of Accountancy, 
p. 133-141 

Nationz ul Petroleum News, 
p. 27-8; 31-2 

Harper ond Brothers 


N.A.C.A. Pulletin—Sec. 1, 
p. 307-820 

American Association of Oil 
Well Drilling Contractors 

Harvard Bus. Rev., 
p. 74-92 


Nz ation: al Petroleum News, 
p. 37-8, 40 
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1947 
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1941 
1944 
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1947 
1943 


1938 


1940 
1939 
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1939 
1934 
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Title and Author 
Oil and Gas Federal Income Tax Manual 
Oil and Gas Well Accounting— 
I'red k. Squire 
Oil Drilling and Production Accounting— 
Selden K. Williams 
Oil Inventories Accounting— 
Howard S. Thompson 
Oil Property Valuation—Paul Paine 
Oil Refinery Accounting— 
Samuel K, Waters 
Oil Refinery Cost Methods— 
William B. Finley 
Oil Royalties and the Accountant— 
A. Patrick Bowsher 
Oil Royalties in Alberta— 
William F. Reid 
Overhead Expenditures of Larger Refining 
Units Need to be Thoroughly Analyzed 
Regularly—S. P. Keaton ; 
Overhead Expenses of an Oil Company 


Petroleum Bibliography— 
De Golyer ana Vance 

Petroleum Dictionary— 
N. P. Porter 

Petroleum Distribution Accounts— 
Joseph Johnson 

Petroleum Industry— 
R. B. Shuman 

Petroleum Industry Accounting—Round 
Table Discussion 


Petroleum Marketing Cost and Cost Reduc- 
tion—R. T. Haslam, I’. M. Surface and 
J. R. Riddell 

Petroleum Refinery Accounting— 

Foster Parker 

Practical Accounting for Oil Producers— 
Robert M. Pitcher 

Pricing of Inventories at Refineries— 
H.W. Ralph 

Questionnaire by N.Y.S.E. to Oil Companies 
Listed on Exchange Relative to Uniformity 
in Accounts 

Refinery Accounting—B. R. Johnstone 


Refinery Cost Accounting 
Some Inconsistent Accounting Practices in 
the Oil Industry—John H. Williams 


Supplementary Instructions to Navy Repre- 
sentatives Concerning Accounting and Fi- 
nancial Data Required of Contractors in 
the Petroleum Industry 

The Accounts of a Small Oil Refinery— 
Vilton Howard 

The Cost of Locating, Refining and Market- 
ing—L. H. Wellein 
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Publication 
Arthur Andersen and Co. 
Canadian Chartered Accountant, 
p. 174-87 
Texas Accountant, 
p. 1, 3-8 
Journal of Accountancy, 
p. 23-36 
John Wiley & Sons 
N.A.C.A. Bulletin—Sec. 1, 


September, 
April, 


January, 


p. 3-26 September 1, 
Pathfinder Service Bulletin, 
p. 6 February, 


Canadian Chartered Accountant, 
p. 172-180 

Canadian Chartered Accountant, 
p. 9-16 

Oil and Gas Journal, 
p. 12-34 


September, 


July, 


Journal of Accountancy, 
p. 312-314 

Bulletin 83, Texas Engineering 
Experiment Station 

Book Department, 
Oil and Gas Journal 

Gee and Company, Ltd., (London) 
p. 126 

University of Oklahoma Press 


October, 


New York Certified Public 
Accountant, 
p. 397-416 

National Petroleum News 


April, 


The A rthur Andersen 


Chronicle December, 1% 
Mid-West Printing Company, im 

Tulsa, Oklahoma 193: 
N.A.C.A. Library 192 
New York Stock Exchange, 

Committee on Stock List 19; 
Certified Public Accountant, 7 

p. 84-6 February, 19 
N.A.C.A. Library 12 
New York Certified Public 

Accountant, 

p. 409-413, 

discussion p. 413-416 April, 19 
Navy Department—Price 

Adjustment Bd., 

p. ll 
Canadian Chartered Accountant, a 

p. 247-255 April, I} 
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Committee Activities 


Title and Author Publication Date 


Uniform Accounting for Oil Companies Bulletin of the American Insti- 


tute of Accountants, February 
15, 1934, p. 18; Modern 
Finance, March 15, 1934, 
D1 


Uniform System of Accounts for the Oil American Petroleum Institute 


Industry 


Valuation of Inventories Journal of Accountancy, 
p. 122-132 August, 
What Are Your Delivery Costs ?— L.P. Gas—Vol. 7, 
F. F. Eberhart p. 25, 64, 66 June, 


The Committee on Petroleum Industry Accounting 


J. J. Darice (Chairman) A. F. Evans 
E. J. ANGLIN W. S. JoHNsTON 
E. = CARSON W. RANKIN 
R. CowLIsHAW A. V. SMyrk 
{, I _ J. T. Witson, Jr. 


O*WD 


AN ADIRONDACK VIEW 


Her Tax Advisor. Now that the summer has gone and we have been called from 
recreation to toil, we should get serious — long faced, dry spoken, cold eyed, and 
humorless — like the accountants in the movies. What sad characters they are; some- 
thing should be done about them by our public relations counsel! 

About the best way to appear serious, dignified, and completely competent is to 
name by number a chunk of the IRC or a tax case. 

You must have noticed the Clayton case, T C Memo, #15,078, P-H 48,112. “Her 
tax advisor was the proprietor of a seed store”. Federal income taxes for three vears 
were a bit understated, $214 tax for 1943, rose to $8,420. The taxpayer “had no knowl- 
edge of bookkeeping’. The evidence was held to show gross negligence but not to 
warrant a fraud penalty. 

The high point is that the tax error, percentage- wise, was 3,935%. This gives some 
kind of a measure between “ordinary negligence” & “gross negligence”.. It’s good to 
get this technicality down to percentages. There is the same problem with what consti- 
tutes reasonable officers’ salaries. Further decisions may reduce this percentage. 

And perhaps here is something that merits legislative action, like larceny, burglary, 
robbery — all different classes of pilfering. The tax law might have a table of pen- 
alties, such as: 


Bateness? «=~ with Qh cee occ cane canes 5% 
Lateness -— with negligence .......ccccses0- 10% 
Lateness — premeditated «......c0¢.seceses 15% 
Ignorance — by grade school attendant ...... 20% 
Ignorance — by high school graduate ....... 25% 
Ignorance — by college graduate ............ 30% 
Negligence = ordinaty q. <2... < seemecnnvenaces 35% 
Nestligence: == meditm. 22.2. 250 «sieascmnaeuacan 40% 
Negligence, <= 28dss! ccccensace sn cadaceweneeue 45% 
Fraud ee ree RATE: Roe ee Tone ear 50% 


We are up to 50%, that’s enough; besides, somebody might take this too seriously. 


LeonarD HoucutTon, C.P.A. 
Of the Adirondack “Chapter” 
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Adjustment of Insurance Loss 
Claims on Merchandise: Account- 
ing Problems and Procedures 


iv Leo Rosenblum,P?h.D., C.P.A., 
KiInG’s Crown Press, New York, 
N. Y., 1948, 194 pages ; $3.00. 


The satisfactory adjustment of insur- 
ance claims with respect to merchandise 
losses is a problem of equal importance 
to both the insured and the insurer. The 
former must establish a satisfactory 
proof of his loss in order to obtain ade- 
quate indemnification for the hazard he 
sought to protect himself against. The 
latter must establish the accuracy of the 
claim so as to avoid overpayment. The 
many aspects of the problem and. the 
ways of solving it are reviewed at length 
in this book. Particular emphasis 1s 
placed upon the accounting problems 
encountered, the accounting procedures 
which may be followed, and the services 
which the accountant can render to both 
parties. The review and check of re- 
cords is dealt with extensively. 

The experience of insurance com- 
panies has demonstrated the existence 
of what the author calls “moral haz- 
ard,” defined as “the chances that the 
insured will secretly and designedly 
cause or enhance the loss.” In less 
euphemistic language — fraud. This 
book necessarily devotes a substantial 
portion to a discussion of fraudulent 
claims and the detection thereof, It is 
particularly in this phase of the subject 
that the extensive research of the au- 
thor becomes apparent. 

In addition to the text, which is 
copiously footnoted, the book contains 
fifty-six case studies of merchandise 
losses which support and illustrate the 
statements appearing in the text, and 
to which frequent references are made. 
Dr. Rosenblum has drawn upon both 
his extensive experience in the field of 
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insurance loss claim accounting and as 
a teacher to present a clear, compre- 
hensive and easily read study of a most 
interesting subject. 

LEGNARD PRICE 


New York, N. Y. 


Principles of Accounting, Introduc- 
tory (Third Edition). 

By H. A. Finney. PReNtIcE-HALL, 

Inc., New York, 1948. Pages: xiv 

+ 670; $5.65. 

The contents of this introductory 
text are generally similar to those of 
the preceding edition. The subject 
matter is presented in thirty chapters 
and three appendices covering 510 
pages. -\ssignment material, including 
questions and a variety of problems on 
each chapter, covers 145 pages. 

Finney’s style is terse, and the 
writing is often outline in form with 
many specific illustrations. 

The approach is by means of a cor- 
poration and a service enterprise. The 
fundamental equation, ledger accounts, 
and debit and credit are immediately 
introduced. Journalizing and posting 
and income and expense transactions 
are considered in chapter two. The 
third chapter is devoted to working 
papers and the fourth to closing the 
books. Merchandise operations are 
treated in chapter five. The remainder 
of the first half of the text is devoted to: 
special and columnar journals; con- 
trolling accounts and _— subsidiary 
ledgers ; adjustments ; promissory notes 
and bills of exchange; and the voucher 
register. 

Che second half of the text covers: 
sole proprietorship; corporation topics 
(three chapters); bonds and _ sinking 
funds ; manufacturing accounts for both 
periodic and perpetual inventory meth- 
ods; bank reconciliation and petty cash; 
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fixed assets; and miscellaneous topics 
such as numerical chart of accounts 
and analysis of statements. The appen- 
dices treat of matters relating to pay- 
roll deductions and taxes, locating 
errors, and preparation of monthly 
statements. Private and factory ledgers 
have been eliminated. 

As Finney indicates in the preface, 
treatments of treasury stock and sur- 
plus have been brought up to date. The 
several points of view in regard to the 
interrelation of the statement of profit 
and loss and the statement of surplus 
are also presented. In addition to the 
attention paid to it where appropriate 
in discussion throughout the text, 
chapter twenty-eight is devoted ex- 
clusively to consideration of “theory 
and principles of accounting.” This 
chapter is generally helpful and worth 
while. 

Despite the apparently consistent 
effort to present the latest points of 
view on accounting theory, the defini- 
tion of current assets is too restrictive. 
There is also, in the opinion of the re- 
viewer, a too limited concept of cost, 
particularly in reference to allocation 
of joint costs. The accounting cost 
principle is largely a matter of ex- 
pedient convention; it may be funda- 
mental, but only in the sense of a 
conventional rule, not in the sense of 
truth. Rules as to accounting alloca- 
tion of joint cost, such as they may be, 
are certainly less fundamental. Finney 
cites a seasonal business (page 428) 
where orders were accepted for a 
special product for off-season produc- 
tion at a price which did not include 
any allowance for overhead. He in- 
dicates that a non-allocation of over- 
head cost to this special product would 
be a misstatement. The reviewer is not 
in agreement with this point of view 
since in final analysis any allocation of 
truly joint costs is arbitrary. 

Taken as a whole, with its wealth of 
illustrations and problem material, and 
the general completeness of presenta- 
tion, this third edition of Finney’s 
Principles of Accounting, Introductory, 
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provides a good text for a first-year 
college accounting course. 


DANIEL LIpsKY 
3rooklyn College 
3rooklyn, N. Y. 


Commercial Goodwill: Its History, 
Value, and Treatment in Accounts 
(4th Edition) 


By P. D. Leake, GEE AND ComPANy, 
ILtp., London, England, 1948. Pages 
xiii + 201; 17/6, plus postage and 
insurance. 

From his definition of commercial 
goodwill to his recommendations as to 
its accounting treatment, the author 
presents an unusual and _ interesting 
thesis. He defines commercial goodwill 
as “the right which grows out of all 
kinds of past effort in seeking profit, 
increase of value, or other advantage”. 
He includes intangibles such as patents 
and copyrights in his concept of com- 
mercial goodwill. 

The history and nature of goodwill 
and the value of goodwill are discussed 
minutely and lucidly. The author states, 
“In valuing goodwill, it is necessary to 
endeavor to see into the future.” The 
exchangeable value of goodwill depends 
upon the probability of earning future 
“super-profits”, which are defined as 
‘the amount by which revenue, increase 
of value, or other advantage received 
exceeds any and all economic expendi- 
ture incidental to its production”. The 
author apparently amends his definition 
later by considering as part of economic 
expenditure a fair return on the in- 
vested capital of a company. 

Payment for goodwill is payment for 
future “super-profits’. Special consid- 
erations necessary in valuing goodwill 
are discussed. The author concludes 
(1) that super-profit can never be per- 
manent and (2) that the vendor of 
goodwill is entitled only to the fair pres- 
ent value of the future annual super- 
profits. While he admits that goodwill 
may be present long after it has been 
purchased, he believes that it is new 
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goodwill created after the purchase 
rather that the original goodwill pur- 
chased. 

The author then discusses the deter- 
mination of goodwill in private (indi- 
viduals and partnerships) and public 
(corporate) businesses. An interesting 
illustration is given of the effect on 
capitalization (a) where a partnership 
incorporates its business and (b) where 
it sells its business, including goodwill, 
to a new corporation. 

The accounting value of purchased 
goodwill and its record and treatment 
in the accounts are discussed at length. 
The author points out that there is no 
common agreement at present on the 
treatment of purchased goodwill. Spas- 
modic writeoff of goodwill against 
profits is unsatisfactory. The author 
recommends that since goodwill repre- 
sents an advance payment for a share 
of future super-profits, part of the cost 
should be written cff when the super- 
profits materialize. He also argues 
strongly against the policy of issuing 
permanent share capital for temporary 
goodwill purchased. He advocates pay- 
ment for goodwill in either debentures 
r some form of redeemable paper, 
which should be redeemed and goodwill 
written down on a regular annual basis. 

\n excellent chapter presents the 
author's thesis on industrial accounting 
which he states “has to do with the 
historical record of profit-seeking trans- 
actions in all useful services 


( 


sorts of 


Mt, 


S 
see” 


782 





and tangible things always expressed 
in terms of money”. Besides tangible 
things in actual possession, industrial 
accounting is concerned with rights to 
tangible things (receivables, bank ac- 
counts, etc.). “Industrial accounting 
and the periodical measurement of real 
profit and loss is strictly confined to 
specific considerations connected with 
transactions in useful services and 
existing things, apart altogether from 
intangibles such as goodwill, patent 
rights, copyrights and monopolies of 
other kinds.” (Emphasis supplied.) 
Since goodwill is the present value of 
future prospects of profit, it is some- 
thing quite apart from existing capital 
and real profit and loss. 


He concludes, 


“(1) that the capital of an industrial 
undertaking is equal to the amount of the 
going-concern value of things which actu- 
ally exist and rights to such things after 
deducting liabilities, and 

“(2) that the exchangeable value of 
rights to intangibles including business 
goodwill, trade marks, trade names, patent 
rights, copyrights and other monopolies 
are not real capital or proper subjects of 
industrial accounting, and that their values, 
however great, should be banished from 
the industrial balance sheet, and from the 
fixed share capital of a company.” 


The book is clearly written, its ideas 
logically presented and _ thought-pro- 
voking ; it is well worth reading. 

Lours ENGLANDER 
New York, N. Y. 
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THEORY OF ACCOUNTS 


Thursday, May 20, 1948—9 a. m. to 12:30 p. m., only 
Group I—Answer all questions in this group. 


1 The directors of the SMT Corporation authorized the establishment of an Employes’ 
Purchases Fund, to be under the direction of an officer of the company as trustee, and ordered 
the treasurer of the company to transfer from General Cash to the trustee of the Employes’ 
Purchases Fund the sum of $100,000, for his use in carrying out the purpose for which the 
fund was created. 

In its authorizing resolution the directors stipulated that: 

(1) The fund was established for the purpose of purchasing automobiles, refrigerators, 
stoves, furniture and the like, to be resold to SMT Corporation employes at cost plus 5 per cent. 


(2) Merchandise would be sold for cash or in accordance with a deferred-payment plan 
that provided for interest at the rate of one-half of one per cent per month on any unpaid 
balance. 

(3) No trade-ins would be accepted as part payment. 

(4) Any merchandise recovered by the trustee as the result of nonpayment of instalments 
was to be transferred to the Corporation, for its use or disposal, at the value allowed by the 
trustee as a basis of recovery. 

(5) The trustee was to deposit in a separate bank account the sum received from the 
Corporation for the initial capital of the fund and to handle through such account all subse- 
quent transactions, including operating expenses, incident to the purchase of merchandise 
and its sale to employes. 

(6) The amount appropriated was to be a revolving fund, to be considered an 
investment of the corporation. 

(7) An adequate system of accounts was to be set up to reflect the current transactions, 
to provide a general ledger control of inventories and a basis of adequate financial statements 
relative to its condition ‘and operating results. 

Submit a classification of the trustee’s a general ledger accounts with descriptions of 
typical entries for each and their resulting balances. [15] 

2 During three-fourths of the month of August a power shovel was used in constructing 
an improved new road on the property of a manufacturing company, giving direct access to 
its main plant, and for one-fourth of the month the shovel was used to clear the company’s 
old road of material that had fallen into it as a result of a storm and landslide. The old 
road must be used until the new one is completed in approximately one year. It is expected 
that the plant will be operated for not less than 20 years. 

State how the costs of operating the shovel should be charged (a) while the shovel was 
used on the old road, (b) for the remainder of August. Give reasons for your answers. [15] 


3 In March 1948, the Barnes Company ordered, for resale, standard merchandise (that 
is, merchandise not made to its special order) at a cost of $100,000, which it had not received 
by March 31, 1948, the close of its fiscal year. 

a Explain under what conditions the Barnes Company should show this amount as 
a liability on its balance sheet as of March 31, 1948. 

bh Explain under what conditions it is proper for the Barnes Company to omit this 
amount as a liability on its balance sheet as of March 31, 1948. 

- Explain how this amount should be treated, if at all, on the balance sheet of the 
Barnes Company as of March 31, 1948, if it is not shown as a liability. 


Give adequate reasons for your answer to each part of this question. [10] 
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4 In 1907-8 the K Company erected a building at a cost of $100,000. It depreciated 
the building at the rate of 242% a year, with the result that at the close of its fiscal year 
ended March 31, 1948, its net book value was zero. In February 1948, the company declined 
an offer that involved (a) purchase of the building for $50,000 and (b) lease oi the building 
site for a period of 50 years. The assessed value of the building is $35,000. 

Discuss the factors you would consider in determining the value, if any, at which the 
building should be stated on the K Company's balance sheet at March 31, 1948. [19] 

5 The A Company maintains a regular checking account in each of five widely separated 
hanks. At March 31, 1948, the balance in each bank was as follows: 


Bank Location Per Company Books Per Bank Statement 
PE ROP OY od oe vd aiedesaed ae $10,175.00 $12,318.75 
Pee aRNN OU NT A oo ors sea 5 05.5 55 'Gsos Sie ies (4,983.00) 207.17 
Chicago, Illinois ....... ie src nr hcl ee RR AnIN 14,625.52 18,318.36 
LETTS Fe ola Sc: a a ere oe : (18,895.40) 2,168.28 
San Francisco, Calif. ie duis tetas bs 9,898.78 12,184.40 
$10,820.90 $45,196.96 


The A Company was indebted, on its own note, to the Chicago bank, in the amount of 
$150,000. Pursuant to an agreement with the bank, the company was required to maintain a 
balance in its checking account of not less than 10% of the amount of its outstanding 
ndebtedness to the bank. 

Assuming that the only difference between the amount shown on any of the bank 
statements and the corresponding amount on the company’s books is due to outstanding 
checks, none of which was drawn for deposit in one of the company ‘s other accounts, discuss 
how the foregoing data should be shown on the A Company’s balance sheet as of March 
31, 1948, when prepared (a) for the company’s management, (b) for credit purposes, (c) 


for stockholders and the general public. [19] 


Group II—Answer any five questions in this group. 

6 The J Company and the S Company, engaged in the same kind of mercantile business 
and owned by the same person, report for the year 1947 substantially the same amounts for 
sales, cost of sales and gross profit, sequeeriae The J Company reports a merchandise 
turnover of 4.5 while the S Company reports one of 10. 

a Explain, illustrating with an example, how such a difference might occur. 
h Comment on the significance of the merchandise turnover in the administration 
and control of merchandising operations. [19] 

7 P,a holding company, owns 90% of the capital stock of M and 80% of the capital 
stock of O. On April 15, 1948, M sold merchandise to O for $50,000 and received from O 
five non-interest-bearing notes of $10,000 each, due respectively on May 15, June 15, July 15, 
\ugust 15 and September 15, 1948. On April 15, M discounted with its bank the notes due 
May 15 and June 15, being credited with the proceeds of $19,925. The other three notes it 
held. In consolidating the accounts of the three companies at the close of the fiscal year ended 
April 30, 1948, how should the transactions involving the notes be handled? Give reasons 
for your answer. [10] 

8 The A Company, the B Company and the C Company each allow their customers 
discounts of 2% of sales when accounts are paid ee 10 days of date of invoice. 

In its accounts the A Company debits its customers with 98% of the gross amount 
billed them. If payment is made within the 10-day period for the gross amount, less 2%, the 
customer is credited with the amount paid. If payment is made after the end of the 10 day 

riod for the full amount billed, the customer is credited with 98% of the amount paid, the 
remai ning 2% of the amount received being credited to Sales Discounts Not Taken and 
shown on the income statement as an item of Other Income. 

The B Company debits its customers’ accounts with the full amount billed them. When 
payment is made within the 10-day period for 98% of the amount billed, the customer is 
credited with the full amount billed, the 2% not remitted being charged to Discounts on 
Sales and shown on the income statement as a deduction from sales. 

The bookkeeping procedure of the C Company is the same as that of the B Company, 
but on the Income Statement, Discounts on Sales is treated as an element of Adiministrative 
and General Expense. 

Discuss the theory underlying each of the above treatments of sales discounts, and state 
which method you preter, indicating your reasons therefor. [19] 

9 Define the following terms as used in cost accounting: (a) basic or normal, standard 
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cost, (V) burden variance, (c) job cost, (d) labor price variance, (e¢) material efficiency 
variance. [19] 

10 The R Company has agreed to sell its business to the Q Company for a sum that 
represents the book value of its assets, less its liabilities, plus an amount for goodwill. The 
directors oi the R Company propose as the payment for goodwill the sum of the company’s 
net profits aiter income taxes for the years 1944, 1945, 1946 and 1947. You are asked to 
comment on the fairness of this proposal and to suggest a basis for determining the goodwill, 
if you feel that the proposal of the R Company is open to criticism. [10 

11 The capital of the B Corporation is represented by 100,000 shares of no-par capital 
stock, with a stated value of $5 per share, paid-in-surplus of $750,000 and earned surplus 
of $180,000. The company authorized its employes to subscribe to its capital stock at $13.50 
per share, the amount of each subscription to be paid through payroll deductions over a 
period of 10 months. Subscriptions from employes were received for 10,000 shares. At April 
30, 1948, payroll deductions applicable thereto had been made in the aggregate of $108,000. 

During the preceding 6 months, the company had purchased in the open market shares 
tc be issued to the subscribing employes when their payments had been completed. At April 
30, 1948, it held 8,000 shares purchased at an average outlay of $13.20 a share. 

State ‘vo methods of showing the shares thus acquired on the company’s financial 
statements as of April 30, 1948, and explain the theory underlying each method. [19] 

12. Adams, in 1935, purchased 1000 shares of the common stock of the Rhodes Company 
(par value $10G per share) for $125,000. In 1947 the company had both preferred and 
common stock outstanding and declared and paid a 60% dividend on its common stock as 
follows: 

1 share of its common stock for every 2 shares held 
1 share of its 6% cumulative preferred stock (par value $100 per share) for every 
10 shares held 

The market values of the Rhodes Company stocks when the dividend was declared were 
$150 per share for the common and $110 per share for the preferred. 

Explain, with reasons for your recommendation, how Adams should record the receipt 
ot each of these dividend stock certificates. [19] 


Se 


COMMERCIAL LAW 


Friday, May 21, 1948 —9 a. m. to 12:30 p. m., only 


Group I — Answer all questions in this group. 
1 [19] 
a B sold goods to A for $200, taking A’s note in payment, with the agreement that 
> would deliver the goods immediately. B sold and indorsed the note to C, an 
innocent party, for $100, of which $50 was paid in cash and $50 was to be paid 
in 10 days. B did not deliver the goods for which the note had been given before 
the 10 days expired, and A so informed C. C sued A for $200 on the note. 

(1) Can C recover? (2) Why? 

> A made a note to the order of B, which was successively indorsed by B, C and D. 
\ failed to pay the final holder, E, and C met E’s demand for payment in due 
course. 

(1) Can C hold D liable? (2) Why? 

A signature was so placed upon the face of a promissory note that it was not clear 
in what capacity it was made. In what capacity is the person presumed to have 
made the signature? 

2 [10] 

1 A offers to guarantee the payment of all bills of exchange drawn by B and 
discounted by C. Thereafter, C discounts one bill. A then notifies C that the 
guarantee is withdrawn. 

(1) What is A’s liability? (2) Can A withdraw? (3) Explain. 

» A makes B an offer by mail. B promptly sends an acceptance by his own office boy. 

(1) Does this result in a contract? If so, when? 

(2) How may an acceptance be transmitted so that it operates to complete a 

contract as soon as it is put out of the offerce’s possession? 
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c A sells a motor truck to B, warranting it to carry a certain weight. B pays cash 
for the truck. After a few days’ use by B, the truck breaks down under a 
smaller weight. B promptly demands the return of the price paid to A. 

(1) Can B obtain restitution? (2) Why? 


3 [10] 

a Jones, Brown and Smith were partners from January 1, 1940, each having 
contributed $5,000 as capital. On January 1, 1945, Brown advanced $2,000 to 
aid the partnership. On January 1, 1948, the partnership wound up with a cash 
balance of $5,000 after payment of all creditors. 

(1) How should this $5,000 be divided? 

(2) Give the rule for payment of partnership liabilities on dissolution in this 
situation. 

b A, B and C were partners under a written agreement made in 1940 that the 
partnership should continue for 10 years. During 1947 C, being indebted to X, 
sold and conveyed his interest in the partnership to X. A and B paid X $5,000 
as C’s share of the profits for the year 1947, but refused X permission to inspect 
the books or to come into the managing office of the partnership. X brings an 
action setting forth the above facts and asks for an accounting and an order to 
inspect the books and to participate in the management of the partnership business. 

(1) Does C’s action dissolve the partnership? 

(2) To what is X entitled with respect to (a) partnership profits, (b) inspection 
of partnership books, (c) accounting by the partnership, (d) participation 
in the partnership management ? 

(3) In case of a dissolution, to what is X entitled with respect to C’s interest 
and accounting ? 


4 | 10] 

a A sold goods to B by sample and description. The bulk of goods corresponded 

with the sample but not with the description. B refused to accept the goods. 
(1) Could B, the buyer, be compelled to take them? Why? (2) What remedy 
has A? 

b B agreed to buy of C goods of a perishable nature for $600, C reserving the 
right of lien. B did not comply with his contract and C resold the goods for 
$800. B claimed that he was entitled to the difference and sued C for it. 

(1) Can B recover? (2) Why? 
5 [10] 

a On May 1, P wrote a letter to his agent A to inform him that his authority was 
revoked. The letter by mistake was placed in an advertising, unsealed envelope 
with one cent postage, which, when received at A’s office on May 3, was thrown 
away without being opened. 

(1) Was A’s agency revoked? (2) Why? (3) When? (4) Explain. 

b Jones, an orange grower, ships oranges to his factor in New York. Twenty hours 
before they are due to arrive, the factor learns that in New York, because of 
excessive arrivals, oranges will not bring enough to satisfy freight charges, 
but if diverted to a factor in Philadelphia, they will bring a much larger price 
at no greater freight cost. He can not communicate with Jones in time to make 
the change. The factor reroutes the oranges to Philadelphia, where they are 
destroyed by flocd. 

(1) Did the factor have authority to reroute the shipment of oranges? (2) Is he 
liable for the loss? (3) Explain. 
Group II — Answer five questions from this group. 
6 [10] [This question relates to Federal taxes only.] 

a Has a taxpayer an option of choosing one of two or more methods of computing 
taxable income? If so, name two methods available as to (1) accounting 
method, (2) tax accounting period, (3) bad debt deduction, (4+) long-term 
contracts. 

b A taxpayer purchased 100 shares of X Company stock for $1,000 on July 1, 1939, 
and another 100 shares of X Company stock for $1,500 on January 2, 1948. He 
sold 100 shares of the X stock at $1,250 on April 1, 1948. His purchase records 
were lost and he could not identify which purchase was sold. 

(1) Did the taxpayer have a gain or a loss? What was its nature? 
(2) Which lot was sold? What is the general rule? 
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c Are fees paid to attorneys and accountants for tax advice and preparation of income 
tax returns deductible from a taxpayer’s gross income? When? Give the 
general rule that applies. 

d A partnership agreement provides that A shall receive a salary of $5,000 and B 
a salary of $4,000 before dividing profits, of which A is to receive two thirds 
and B one third. The books of the partnership showed a profit oi $12,000 after 
deduction of the salaries paid to A and B. This was reported as partnership 
net poor on the “Partnership Return” allocating $8,000 as A’s profit and $4,000 
as B's profit. 

(1) Was the Partnership Return correct? Why? 

(2) What and how much must each partner include in his individual tax return 
as to his total earnings from the partnership? 

(3) State the rule that applies in this situation. 


[10] 

a You are called upon to audit the books of a corporation for 1947 and you find, 
among other things, the following: The corporation is on a calendar year 
basis. In December the corporation paid to each of its five directors a salary 
of $2,000 and to the treasurer, who was not a director, $12,000, for their services 
during 1947 as such officials. 

(1) Were these payments proper as to (a) the directors, (b) the treasurer? Why? 

(2) Where would you look for authority to make these payments ? 

A is the owner of noncumulative 8% preferred stock in the X Corporation. The 
corporation had no earnings or profits in 1941. In 1942 it had large war profits 
and a surplus from which it might properly have declared dividends. The 
directors refused to do so, but employed the surplus to purchase goods necessary 
tor their expanding business. In view of the large profits made in 1943, the 
directors declared in 1943 a 10% dividend on the common stock and an 8% 
dividend on the preferred stock, without paying preferred dividends for 1941 and 
1942, 

(1) Is A entitled to dividends for 1941 and 1942? Why? 

(2) Could A have compelled the directors to pay dividends in 1941 and 1942? Why? 

[10] 

a A factory building was damaged by fire. The owner asks you to let him know 

(1) How much insurance he should have carried to obtain full recovery for 

his loss 

(2) How much the insurance company must pay him 

(3) What his loss is, if any, for income tax purposes 

(4) Whether the recoverable loss could be worked out by a formula 

From the client’s records, you find the following : 

A fire insurance policy for $8,000 containing an 80% coinsurance clause 


Bintldinians GOStess2c5 sen soho nasuecs oo ee ee: Mere rer rer erct rr ot 
Reserve for Cepreciation<ci.ccccaccesevecccvusscdseaacewes cone 4000 
fools Valtie OL Dating. «cnc ccc das oeeenan ess ac audeceeeewe coves, GOO 


The appraiser’s report, which is accepted by both the insurance company and the 
insured, shows: 


A partial fire loss of $8,000 
Building value at time of fire, $20,000 

What should your report show? Give reasons. 

When are insurance contracts assignable, with respect to 

(1) Fire, (2) Marine, (3) Life? 

10) 

a In the absence of contract, statute or trade custom, may interest be charged in 
(1) open, running or unliquidated accounts, (2) settled accounts? 


bh What is the effect on a contract to pay interest that is silent as to the rate? 
c When does interest accrue and start on a debt payable on demand? 


d A made a note payable to B, with interest. The note was undated. From what 
time does interest run? 


[19] 


H 


a Define and distinguish between (1) an account, (2) a current running account, 


(3) a mutual account, (4) an account stated, (5) an account rendered. 
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bh Two merchants carried on a series of transactions with each other. Their respective 
accounts were not in agreement. They employed an accountant to ascertain 
the correct balance between them. Do the accountant’s findings and report 
constitute an account stated? 

explain the effect of an account stated between the parties as to the amount due. 


11 [19] 
a Name at least five of the nine essential terms that must be embodied in a public 
warehouse receipt. 
b (1) What is a nonnegotiable warehouse receipt ? 
(2) What must appear on the face of such a receipt ? 
(3) Who is liable and what is the liability for failure to comply with the 
requirement 7 
c (1) In the absence of agreement, to what extent is a warehouseman liable for 
the care of goods stored? 
(2) Is he an insurer of those goods? 
(3) When is a warehouse company liable for the loss of cotton destroyed by fire 
in its cotton warehouse 7 


12 [10] 

1 When does the statute of limiations begin to run on (1) open book accounts, (2) 
contracts of sale, (3) bills and notes? 

A owes B $500, barred by the statute of limitations. A has an invalid claim for 
$250 against B and writes B, “I will pay you the $500 I owe you subject to my 
claim of setoff.’"”, What is A’s position? Explain. 

A owes B a debt of $600, which is barred by the statute of limitations. A promises 
in a signed writing to pay B $50 monthly for a year in satisfaction of the claim. 
What are the rights or obligations of A and B? Explain. 


ee 


} 


AUDITING 
Friday, May 21, 1948 — 1:30 to 5 p. m., only 


Answer all questions. 

l [15] 

a Prepare a reconciliation of the Wye Company's bank account at December 31, 1947. 
Prepare one or more journal entries to adjust the Wye Company’s books to reflect 
the correct bank balance at December 31, 1947. 

In auditing the Wye Company, you obtain directly from the bank with which it does 
business, the bank statement, canceled checks, and other memoranda that relate to the com- 
pany’s bank account, for December 1947, In reconciling the bank balance at December 31, 
1947, with that shown on the company’s books, you observe the facts set forth below: 


(1): Balance per Dank Statement 92731747 6 onc ck cock ce dec seinnsecmveeun $88,489.12 
(2) AIANOE AEN DOORS 12) OIG AE cous. :csis cite css saibices obs we on Seeaioe ec nebe 58,983.46 
OR eG rere re aha ore Sian U4 05 (7 7 Sa a ne re Pe are a . 32,108.42 
(4)> Recewmts: Gf 12/51/47; Geposited: 4/2/48 oc. oo siicne cine ee ence neeseine 5,317.20 
(5) Service charge for November 1947, per bank memo of 12/15/47 ...... 3.85 
(6) Proceeds of bank loan, 12/15/47, discounted for 3 months @ 59% per 

annum, omitted from company BOERS Soin spn eras shen) ranger micire Ries eee ae lence 9,875.00 
(7) Deposit of 12/23/47, omitted from bank statement................... 2,892.41 


(8) Check of Rome Products Co. charged back on 12/22/47 for absence ot 
counter-signature and redeposited with complete signature on 1/5/48, no entry on 


the books having been made for the charge-back or the redeposit.............. 417.50 
(9) Error on bank statement in entering deposit of 12/16/47: 
TR POE Le cL | See ea Rarer I a a! NRE A aOR INE NERA nee $3,182.40 
Pear eeacan ees URE PANIOINE oto! acs onan on ora Ronee meas are oats RRS 3,181.40 
— 1.00 
(10) Check No. 3917 of Wyeth Manufacturing Co., charged by ‘bask in 
2,690.00 
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(11) Proceeds of note of J. Somers & Co. collected by bank, 12/10/47, not 
entered in cashbook: 


OMERIGA MAE - aia} oie: six sieeve Stacia cost nis ware eatin GAOT $2,000 

RARUGEES Civ sssia}s\acasdh soi sthrelaeararei he nee errors eT 20 

$2,020 

Bess. Collection charge. 2.5.29 e50 ses te oa eet ee a 
——- 2,015.00 

(12) Erroneous debit memo of 12/23/47, to charge company’s account with 
settlement of bank loan, which was paid by check No. 8714 on same date........ 5,000.00 

(13) Error on bank statement in entering deposit of 12/4/47: 

EOMITOP GC AS) 5.60: :ciaru fisia cca Buanaratactde, emer Ape A $4,817.10 

COLRECE AMOUNTS (arcraie assent ean ee ae 4,807.10 
—__— 10.00 

(14) Deposit of Wyeth Manufacturing Co. of 12/6/47, credited in error to 
5819.20 


this CORY a6. 666 Kh WA C6 SHA 0:0 EORTC LAREN ES EHEC ECERUAS ECON CP Ee are 

2 Name 10 types of balance-sheet items the verification of which includes written con- 
firmation by someone not a member of the accounting or bookkeeping staff of the organiza- 
tion whose accounts are under audit, and state from whom the confirmation would normally 
be obtained. [10 

The X Company’s cash receipts register contains amount columns headed as follows: 
Cash, Dr.; Sales Discount, Dr.; Accounts Receivable, Cr.; Miscellaneous, Dr.; Miscellane- 
ous, Cr. 

In a balance-sheet audit and a detailed audit respectively, explain the nature and extent 
of your examination with respect to amounts in the Sales Discount, Dr. column, with reasons 
for your procedure. [19] 

4 Your firm has been appointed by the stockholders of The Q Corporation to audit the 
company’s accounts for the fiscal year ended December 31, 1948, with a view to rendering 
an unqualified opinion with respect to the balance sheet as of that date and the income state- 
ment for the year then ended. The company has been in operation for 25 years. The net book 
value cf its plant, which includes land, buildings, machinery, tools, patterns, furniture and 
miscellaneous equipment, is in excess of $2,000,000. 

Explain in what respects, if any, your audit program with regard to such fixed assets 
would differ under cach of the following situations: [15 

a The company has never been audited by any firm of public accountants. 

>» The company has never been audited by your firm, but has been audited for the 
preceding 10 years by a reputable firm of public accountants, which has rendered 
an unqualified opinion each year. 

c Your firm has audited the company each year since 1935. 


[10] 

In a balance-sheet audit of a manufacturing company, what types of information, 
obtained from an examination of fire-insurance policies (in which your client ‘is 
named as the insured) and the company’s insurance register, would you include 
in your working papers? 

b For what purpose or purposes should the auditor examine fire-insurance policies? 

6 On February 1, 1945, Adams assigned a patent, newly issued to him, to the Hayworth 
Manufacturing Company, under a contract which prov ided that the latter “would pay Adams 
a royalty of $2 for each unit produced in accordance with the Adams patent and installed 
in Hayworth machinery delivered to any point outside the plant, whether or not such deliv- 
eries were based on sales, transfers to branches or consignments to agents.” 

On the date of the assignment, the Hayworth Company paid Adams $500 advance 
royalties. Thereafter, no royalty payments nor statements of royalties earned were received 
by him. His efforts to obtain information elicited only the response that the royalties earned 
did not equal the amount paid him. 

Finally, in 1948, Adams asked you to determine the facts. 

Outline a program to ascertain the amount of royalty due or overpaid to Adams under 
his contract with the Hayworth Manufacturing Company. [19] 

7 State what steps you would take to obtain a substantial verification of the book balance 
of the physical quantities of inventories in each of the following cases: [19 
a A large, outdoor pile of coal 
5 Grain in an elevator 
c A large quantity of nails. dumped in a bin, the book inventory being carried in 

pounds 


cn 
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The book balances are obtained as the result of a continuous record of receipts, with- 
rawals and arithmetically computed balances. 


8 Outline a procedure in a balance-sheet audit of a chocolate manufacturer whose sales 

in large measure, to small candy manufacturers throughout the country, for verifying 
d establishing the adequacy of the reserve for bad debts. 

State how your program would differ, if at all, in a detailed audit. [1°] 





ler which 
i rt (certificate) on repré : 
he has examined, will have acted in a manner discreditable to the profession. 10] 


PRACTICAL ACCOUNTING — Part I 
Wednesday, May 19, 1948 — 1:30 to 6 p. m., only 


Solve both problems. 


9 State four circumst 






n in his short-form r 








1 Using the information below, prepare the following: [25] 
1 Journal entries 
ee open the boc 





ks of the Watt Manufacturing Company 








2) To ‘t the transfer of the assets acquired and liabilities assumed by the 
Manu ring Company from the Hear Telephone C making 

ate s on the books of each company 
(3) 4 the elimination of the manufacturing division of the Hear Telephone 





Company . 
(4) To close the books of both companies at December 31, 1947 
Balance sheet of each company at December 31, 1947, including any pertinent 
ory notes 
r Telephone Company operated two departments — “Communications” and 
lanufacturing.” The Manufacturing division kept a complete set of accounts, which were 
controlled by the general ledger of the Communications division. 

As of November 30, 1947, the Hear Telephone Company sold to the Watt \lanutacturing 
Company the current and plant assets, except cash, of the Manufacturing division, the 
purchaser assuming all of the department’s liabilities to outsiders. On the date of sale, 
the Watt Manufacturing Company issued to the Hear Telephone Company, in ful! payment 

the purchase price, 5,000 shares of no-par common stock. 

The Watt Manufacturing Company was organized on November 30, 1947, with a capital 
of 6,000 shares of no-par common stock and 1,000 shares of 4 per cent cummulative preferred 
stock of $100 each, having a liquidating and call value of $110 a share. On that date it 
received cash for the remaining 1,000 shares of common and the 1,000 shares of preferred, 
in the amounts of $60,000 and $100,000, respectively. 

The physical transfer of the assets was not made until a month later (December 3], 
1947), and the Hear Telephone Company operated the Manufacturing division during 
December for account of the Watt Manufacturing Company. 

The books of both the Hear Telephone Company and the Watt Manufacturi 
ire to be kept on a calendar year basis. 

Condensed divisional balance sheets of the Hear Telephone Company at November 
30, 1947, and December 31, 1947, before the recording of the transfer, we 
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2 From the data below prepare for the use of a creditors’ committee the following 


statements, showing what probable payments can be made to each of the creditors of Jones, 
ae [25] 

a A statement in which (1) the assets are grouped to show to what extent they are 
pledged or free, their estimated realizable value and shrinkage, (2) the liabilities 
are classified as preferred, fully secured, partly secured and unsecured 

b A statement of estimated deficiency to unsecured creditors, showing particulars 

c A statement of estimated amounts available for each class of creditors, showing 
ratio to original claims 


, JONES, INC. 
BALANCE SHEET, AS OF MARCH 31, 1948 
1 


(Prepared by the company’s bookkeeper) 


Assets 















$ 2,000 
Notes receivable Sc bimaisterk-weaia eine trere ain eae ore 640 
4ess notes rece vabl iO GiSCOUNIET 66.6 fcc 4,640 
EROCOUEIES SOCORRO oo 5 cece cincado one eerkalecs 4,000 
U.S. Tre PEDORAIS coro mimSaven veo be vee ec wacctae eae ae 10,000 
Invento 
Finishe le eT eee rr rl 
Work OC ee a ek eae - . 
Raw materials ...... eee eee eee 4 




















Total curr Ma paiooiar bio! eset icky bee eT Pato ate $ 41,500 
s to ca OS eee ae ee ae eee aes ae een ee RDS Fee Ieee ory neon 12,500 
MEU oi oh phar oS 0. vi on. 620; 6s0 $d ois ce. s54 ho ate Maisie Rar A eiate eee 2,300 
y and eq ; 
Real estate Santas Rory ss, Song FcAcar aR: Bai ante anerakororans $45,000 
PEG RUT: | CARMRENOOINE 5 oo oo: a5 ard ola oca he Ce ae 24,000 
$69, 000 
Less. reserve for depreciation .. <.0c.cccs seeseecesseawe 20,000 
Pe ee eee ee eo A Pee 49,000 
RONGD SARGERAS 54 nag sisted, wba ee Ae oe ee $105, 300 
Liabilities 
Current: 
Notes pay 
+ oo act Prist Caio sisciacimes cee. $10,000 
NE GRALESF OVIMROND 5) 5-4-6530 9-0 ¥.4j5o Kees er eloe 25,000 
. = eas $35,000 
PR ORET SIAN SAAR oss 0d avec: «co alga rhea ee eke ae 24,000 
Acer rued liabilities: : 
DMISMIOS ONG WAGOS o<.. ce oioks-os abate cee ees $ 992 
Pro PP EN Sve bé sc dcceusceetuuweens 460 
——-—- 1,452 
aba etrpent: Habeas x o's.i sick Sac enn slehaene ea $ 60,452 
Long-term liabilities: 
First mortgage on real CState 6 ere ee cc ese c cee cerseeseccees $15,000 
mécond mortpage on real estate’ so. 06-6 db.c4. oe wel radivavlee eee es 20,000 
newer oe ur yas 35,000 
PMOUAL ANEMGIOS-\, 5 cys 5-2.5. 2%, cher ra Soins a eu ce eee ee $ 95,452 
Capital 
Capital stock — authorized, subscribed and issued, 500 
shar’ r $100 per share ...... CEUMS SICH E RE Ree meee $50,000 
BOSSA OHAE ins cedar ie tee Oa Oe 40,152 





\n analysis of the company’s accounts disclosed the following: 


1) rhe es Inc. started business April 1, 1943, with authorized capital of $50,000, 
represented by shares of $100 par value each. Of the 5(0 authorized shares, 375 were fully 


at par pes 125 were subscribed at par, payment to be made on call. 
The Manufacturers’ Trust Company holds $10,000 of United States Treasury 
as security for its $10,000 loan ; x: also holds the first mortgage of $15,000 on the 
pany’s real estate, interest on which is paid through March 31, 1948, 

(3) The : ae estate includes ey that cost $5,000 and a building erected thereon at a 
st of $40,000. Of the reserve for depreciation, $5,000 is applicable to the building and 
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$15,000 to the factory equipment. The realizable value of the real estate is estimated to 
be $30,000. 

(4) The note payable to Alex Smith is secured by a chattel mortgage on factory 
equipment and inventory. Interest on the note has been paid through March 31, 1948. 

(5) Alex Smith holds the second mortgage on the real estate. 

(6) The notes receivable, $4,640, which were discounted, though not yet due, are 
deemed uncollectible. 

(7) Of the accounts receivable of $4,000, $2,000 are considered good; of the remaining 
$2,000, it is expected that one half will be uncollectible. 

(8) Inventories are valued at cost; finished goods are expected to yield 110% of cost. 
Goods in process cost $4,500 and have a realizable value, if scrapped, of $900. It is estimated, 
however, that the work in process can be completed into finished goods by the use of $1,20€ 
of raw material and an expenditure of $1,400 for labor and other costs. The raw material 
deteriorates rapidly and is estimated to realize 25% of cost. 

(9) The factory equipment, which cost $24,000 on April 1, 1943, is considered to have 
a realizable value of $5,000 at March 31, 1948. 

(10) The subscription to the capital stock for 125 shares at par, is due from Wyman 
Jones, president of the company, and is fully collectible. 

(11) Investments include 15 shares (a 1% interest) of the common stock of the Bourbon 
Company, acquired at a cost of $1,500, but with a market value of $3,390 at March 31, 1948, 
and 20 shares of Treasury stock for which the company paid $800. 

(12) No expenses of liquidation nor accruals not specifically mentioned need be considerd. 

(he committee has called for payment of the capital stock subscription and has decided 
to have the goods in process converted into finished goods expected to realize 110% of cost. 
Completion of goods in process can be done so quickly that no further expenses than those 
mentioned above will be entailed. 


be 


PRACTICAL ACCOUNTING — PART II 
Thursday, May 20, 1948 — 1:30 to 6 p. m., only 


Solve problems 1 and 2 and either problem 3 or problem 4. 
1 From the information below, prepare the following: [29] 
1 A columnar worksheet reflecting the transactions and assumptions set forth below, 
for the 2-year period from January 1, 1946, through December 31, 1947 
b A comparative balance sheet of the partnership as of January 1 and December 3], 
1946, and as of December 31, 1947. 


The trial balance of AB, a partnership, was as follows on January 1, 1946: 








Debit Credit 
ae eK aR helerkg 9 DA Hate ate ME wlealacedoace Masetand eee re 
Accounts receiv: ible Serer ee Cee ewer ere seesesoeeeeesenn 50,000 eee eecee 
Notes receivable ......... htt: och Skee Lok edie "kere 
MGS AUTUNONUDE 3 5.0 0-05 &- 0.0 500.010 55000 OURS Oe eed Pew CL 
a Sra Dah Cc Mee 5 it «cies 'e do FA dod Abe Oe a Rae Dee emis See: ow een ess 
Buildings and equipment — less reserve for depreciation ....... PRGUG =k wcslacaaere 
Investments RPGS! ais is ail a cace ey Slated eeea alien earwGie wait tes 35,000 ee can ae 
FYODEIG MGUTANCE 6h ics sic e cea sisi ae Wanda ar ahh eee ean ee ft ree 
MNT SS Sao sen lab in Wied Gis Paty ko ba dS GA Wee tee eS es Kt |) sere 
Na rahe la rccaacgitee 5 Arang iSehawibra aha OORORREEEE ie  tmemarenite $ 45,000 
ER EMD oe ab tareigiin e564 4 5:GR CAM DICAED VERB CORMERS,  “Ceceiradan 60,000 
PTE ho G5 Siw 6.86.F Ksidieis Ae OS RETEESORES RESTA, — "Sibadardte 2,500 
Pete MONS 29 TOP AOVIR BOWES aio iseesceeassiseciciacee 8  “Saentaine 55,000 
Capital accounts: 
Beers Gini se Setes tl daekscsaeo evens terempetiaaeeaeeaes,  Beleren 100,000 
| are am EStneter ede. Hann dec bs bebe AUG REARRANGE O Rae  * Keener. 75,000 
$337,500 $337,500 
792 October 
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Profits and losses were to be shared equally by A and B. 

As of December 31, 1946, C purchased for $125,000 in cash from partners A and Ba 
third interest in the partnership; each partner agreed to transfer one third oi his individual 
capital account to C. Prior to C’s admission, it was decided that a valuation reserve of 
$5,000 should be provided with euaunas to the investments; that a reserve for bad debts 
should be established in the amount of $10,000; and that the valuation of buildings and 
equipment should be reduced to $11,000. Profit sharing by C commenced on January 1, 1947. 

\s of December 31, 1947, D was admitted to the partnership and contributed the follow- 
ing assets from a business previously operated by him as a sole proprietor: 


oo ST eT TO CA Tene. $80,000 
ACCOUNTS SOCOTTAING 6.655 55 Sore os ds naveedsecneewaceees 70,000 
BHMOCREDIOINE opac6.ccsn piace conetoweceuewaeaTeeenee 10,000 


The following liabilities incurred by D in his previous business were assumed by the 
new partnership: 
PGCHUNTE RYO sicsicle hea balvene sen aws aeocaese den $20,000 
RIE OMB cis carn 68 su vin vee Cd eee MeN Ce eueas 30,000 
As an inducement to merge his enterprise with the ABC partnership, D was allowed 
goodwill of $25,000. Profits were to be shared equally by A, B, C and D in the new firm, 
commencing January 1, 1948. 
Additional data to be used in the solution of this problem are as follows: 
Year ended December 31, 
7 


1946 194 
Pivohit OF WO Gite 66s. F ics ean ese eas $19,000 $27,000 
Drawings: 
PEP oe een Cre 10,000 7,500 
MD. euvadsnwkwde a eeukne amen es 7,000 6,000 
Go dviakadadscecseecausaceeie camera 14,000 


For the purposes of simplicity, it is assumed that profits for each year were realized in 
cash and that the balance sheet of the firm on January 1, 1946, did not change during the 
2-year period, except as indicated in the terms of this problem. 


2 From the following trial balance, which was taken from the books of the Hoover 
Handkerchief Manufacturing Company as of April 30, 1948, prepare a balance sheet in which 
effect has been given to such changes as may be necessary in view of the treatment accorded 
by the company to the transactions described in the paragraphs below the trial balance: [1°] 





Account Debit Credit 
CMON c.o.65:6.4 bee MER CEO Cre ee $$ SIG lkcednces 
Pe CU oso o'50 < Skis bine Les ee eeeaN Bah ea es S0G.C0G ha wteens 
Raw materials on hand ...... 5 6k ore eee eae he eae eats ri Serre 
RPSESSMINM ORE SMER CALTIGINAD 5-5-0: 0: 8: e:9 66:46 0igcelb-win 4 a sl viecere soars |. 3 errr 
Finished goods out on consignment ...........0e0eeeeeeees 1GG00G «sss ke ween 
Pe INT 6 i695 060. 5:6:060060040 0S Sa HE EAS dae eA ee re 
Pr rep SOS PETTITT RO OEY CE ETE Ce oe 
alee SOMERS. ANG GUGWADEED .c.5céb.esinecccscwscusececases ri rn 
SES CINIOD 6 5.005604 vo 6.0.00 cae caeeearaeemecaens Cee 20 eh aeiewe 
SMES og oid ans S64 Vie % 60 68k 6 ON ah eNO eee eee aac tiCe hi wens 
RMI OO So) 2 oS Gina. oni 9-fa9) aint eRe Re Ceara . ter 
RINNE sic 5 cd. cone cba eae canara baa new oncaacetire 1570 20 emnwes 
PINE AIO iis ob es vc ales Khe Oveleueees Chee eeeRe ))) Soeerne $ 175,000 
Notes pays BOND ik Dems sik Oe OG ae iO ee an a 100,000 
AARCENOU PAYVON cicicn viae soretcc sec ssctecscencsteneseeresns “nadine 6,000 
Accrued interest payé ON 06 Oe ROME .iciccsanscesivanesa  -Sleamees 10,000 
CURSED SEDO —— OFS ONGTOLIO 6c ai cet ctcateeteescadoe.  Satmaties 1,000,000 
CUR SOOO == COINS ince ce kca va veces eeensaneciereen, | —lehmeneas 1,416,000 
ie I, NO TUE DU DON Sa ccsdsvessstscsesweseetecsee Ski uewes 500,000 
6250 au Oi od ea no ki E LN OER NA EEMLETERGCRAERS. 8 Ne ee 2,500, — 
meres, Dene Sh, 10987 sc cktkcecvecietseresiessoneee . “seeueeue 52 
Wi GUN DUNE coos cose crrnncese weupteee,  eomunene 698, 480 
$6, 406, 000 $6, 5.406, 000 





(1) The company has purchased various lots of its $100 par value common stock, 
aggregating 840 shares, at an average price of $65.50 per share, for $55,020. In recording 
these transactions the company has canceled the stock certificates and charged the common 
stock account with the par value of $84,000 and credited the Paid-in Surplus account with 
the difference of $28,980 between par and the cash paid therefor. 


__ (2) Paid-in Surplus was previously credited with (a) premium at $20 per share on 
15,000 shares of common stock issued, and (b) adjustments arising from the appraisal of 
plant and machinery bought at a receivers’ sale, $398,000. 


(3) Four-and-one-half per cent bonds of the face amount of $250,000 falling due on 
December 31, 1954, were issued on January 1, 1930, at a 10% discount. To June 30, 1946, 
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$16,500 of this discount had been charged against profits and, as of this date, the entire issue 
of these bonds was retired at par and the unamortized discount charged to Paid-in Surplus. 

(4) A new issue of $500,000 six per cent, 10-year bonds was effected as of July 1, 1946, 
at par. Expenses incurred with respect to this issue, in the amount of $20,000, were charged 
to Paid-in Surplus. 

3 From the information below prepare a statement, supported by appropriate schedules, 
of the taxable income of Mr. Peter Phillips, as a basis for filing on Form 1040 his Federal 
income tax return for the calendar year 1947. [29] 

Mr. Phillips, a citizen and resident of the United States, files his Federal income tax 
return on a cash basis. He properly filed his 1947 Declaration of Estimated Tax and paid 
an estimated tax thereon of $5,000. A widower, he provides for the entire financial support 
of his two sisters. 

Mr. Phillips’ tax return for 1946 was filed on the basis of the books that he kept as a 
sole proprietor. 

As of January 1, 1947, Mr. Phillips organized the partnership of Phillips, Fast and 
Garda. The partnership agreement includes the following provisions : 


Capital contributions: 


PMS -asidbcdartarsex seceded nne- tema tee $ 50,000 
I a 5 teas an hasten inca Wi aida Oak Ped SARI 40,000 
RRO PS gg Os aa eincea alatarnin, Prsardeasbey Qa an WSMEERS 60,000 

$150,000 


Compensation to partners: 


Phillips, as managing partner..............+.- $12,000 per year 
EEN ge vans: orate a sgh Sts dais aera eeMeron, ae bara tahtca ME eaTOA none 
NGOS 6 ode ata sawd bo 4G MRR SAMOS ER AEEX none 


Interest on capital : 
6 per cent per year on capital contribution of each partner 


Profit and loss ratio applicable to residual net income: 


BANNIDS: oshstashinaiaseaniees 50% 
BACT 5 sais shows te 5d shia dare raha 20% 
RSACU -65.6:o4 earn ware sie ¥% ue ear See 30% 


Fiscal year or period: 
To end October 31 in each calendar year 


Basis of keeping books: 
Accrual 
As of January 1, 1947, the capital of the partnership was paid in as follows: 
Phillips : 

1000 shares, stock of U. S. Industries, (market value 1/1/47, $30,000; cost to 
Phillips, 7/15/37, $24,000). 

Raw materials and work-in-process inventories, at the lower of cost or market, 
$20,000 (per books of Phillips, operating as sole proprietor) ; original cost, 
$21,500 

Fast: 
Cash, $40,000 
Garda: 

Cash, $49,500 

Ten six per cent debenture bonds of Atlas Fastener Corporation, face value, 
$10,000; market value at 1/1/47, $10,500; original cost to Garda on 9/19/33, 
$10,200; interest payable January 1 and July 1 

A summary of the firm’s income statements and applicable schedules for the fiscal period 
ending October 31, 1947, and for the two months ending December 31, 1947, are as follows: 
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Fiscal Two 
period months 
: ending ending 
Particulars Oct. 31, Dec. 3h, 
Income statements: 1947 19 
Gross profit on sales, including depreciation ............eece0e $45,000 $11,0 ‘000 
Selling expenses ........c006 Tree TT eee Sebiceawenns $ 7,500 $ 2,750 
istrative and general expenses. a Sled es Mme eee deanerel area avael ata 29,600 6,050 
$37,100 $ 8,800 
NG GNOLAt Ne PORE ooo six sled de hes Sewanee ere. eecus $ 7,900 $ 2,200 
Other income and deductions (net) 
Net pronft: from: sales of sectrities ss c0sc vas cid cecsiccece sede SZ 8 8 ‘Sidness 
Dividends and interest from domestic corporations........... 1,300 500 
$ 3,600 $ 500 
Interest on capital cantributions:.'.s.606c.0kceseessececeveee 7,500 1,500 
$ 3,900 $ 1,000 
o aR ‘i ee 
INGE INCOME <<. 5.0: 00s daa kan das baw sis cinemneehas oe deen necdeeten $ 4,000 $ 1,200 
Less — current withdrawals by partners (P/L ratio)........ 3,000 600 
Net income transferred to capital accounts...........eseeeeeee $ A 000 $ 600 
Schedules: ae ii 
Administrative and general expenses 
SSGMREY: OF COCOr REGS 5 oo5 e555 00 sredealaea we lee Ca Sele neeue $10,000 $ 2,000 
SiGe aalatiee ce oe cis ie aie eS eae 8,000 1,600 
GREE BANEECOIEONIIEE oo: 5/ci'o'die sicitisin Oat cid ccerd dea tecan eleanads 4,600 920 
SMM” CMG COCOUMRING oii 5 soiw kbs 06 ok EMER ECOG Ci ORE TRS 2,500 500 
AMOS caveraréieibieei ec 1s ssa ore;s wh cles Rneed Ree haee cee nner eeese 250 
EINOE OUADN 5 6sese's'6s e450 0 siaie nin were bia be wie eed KO Caw ey ene ae 200 
Contributions to org patared CHASING. 5 ccc-os <i ec wanes neeenes 500 
NEMKCEMANCOUE GINCE CENENSERS 55.06 vas cans cedaecececuseceeade 80 
$ 6,050 
Net profit from sales of securities: 
: Security Acquisition Disposition Cost Proceeds 
Central Stores...200 shares J an. 5, '47 Oct. 10, °47 $13,000 $10,000 
Outlet, Inc....... 100 shares Jan. 5, °47 June 20, °47 4,500 6,000 
Gypsum Metals..100 shares Apr. 14, °47 June 20, °47 3,600 4,700 
Distributors Co...500 shares June 22, °47 Sept. 29, °47 8,000 10,700 
$29,100 $31,400 
INGE BIGRE 6 's.0Scsicw caccienncsenseaceeneee PEL CCE 70 erry 
$31, 400 $31,400 








Mr. Phillips’ personal cashbook and memoranda for 1947 disclosed the following: 


Cash receipts — 1947: 


Compensation received from Phillips, Fast & Garda..........ccccsccceccces 
Directors’ fees—less travel and accommodations, $80...........ceceeeeeeees 
Piryidends: voi GomiGslie: COSNOTANONEs 6 0: a5:009 ca cccsd edn cts edenceucecnes 
Interest on capital invested in Phillips, Fast & Garda..............cceceees 
Current cash withdrawals from Phillips, Fast & Garda against 

expected share Of profits... .0<cecccccsccecvevecsessccecetcesnestscssnus 
Annuity under a life annuity contract acquired on January 1, 1942, for $100,000 
Proceeds from. ale’. OF TEMGECE. os.cacerGec once kee td oananaee nceeeeneue 
Proceeds Ss0ek ables Of SGGWHlIIOEs 6 code cdcccvccéascatectannducscadéibecsses 


Cash disbursements: 


‘Pas CL94@ éstemated: U.S. wncome tant) iiouvn 6c Ccvcc code nadddewecececetan 
Taxes 

PME PROUETUR: iy. 5 0-0sc nies acres tale basibna ene nnenaer a eneweuan es Caeen wales 

State income — BRAG odio: side ecre nad eed POC CKRORIMEROT MODE DORE STE MaeTewene 

De MR. Soe keeose hace ROC RERESKAE DEED EN eee renee ts eee eneerer ees 
Comtrsiitinne soos fee cain siodio oe eae oS Ow eae ER eG 
Legal fee paid to protect partnership interest...........eseeesereeeeeeeres 
Cost of securities acquired during 1947........... ses seeeeecencececeevees 
POSES: DAiee Oe) CI SAMMOUS i <0 6 ay cle ke tibet Ses ace DabNac eee ees baeeuse ees 
CHET CIR MUNOOIGNUE oo sine cco clena c04.cc0 eb chaste end scenueseneuannrenwes 


Securities transactions: 


Acquisition Disposition Cost 
U. S. Industries, Inc.. 1,000 shares July 15, ’37 Jan. 1, *42 $24,000 
tire Supp eh See 100 shares to ee a re eee 10,450 
Holyoke Tubing, Inc.. 100 shares May 2, °47 Aug. 8, °47 7,100 
Temple Metals, Inc... 200 shares May 2, °47 Sept. 6, °47 6,500 
Tinplex, ae 200 shares Jan. 6, °47 seagewEeaes 4,500 
ee PO OO areas. 100 shares Jan. 6, °47 waiwee cee 5,150 


Yoke Metals, Inc..... 200 shares ‘Apr. 8, °36 Feb. 16, 47 18,300 


i94ds 


$ 9,000 
320 
2,600 
2°250 
1,500 


Exchange or 
Proceeds 
$30,000 
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On January 2, 1947, Phillips sold for $28,000 a residence acquired by him tor $30,000 on 
July 1, 1938, rented until September 30, 1941, and subsequently used by him until date of 
sale. Depreciation of $3,250 has been allowed during the rental period on the basis of a useful 
life of 30 years. 

4 From the following information concerning the operations of a municipal expendable 
revenue fund for the fiscal year ended April 30, 1948, prepare: [29] 

a Entry or entries to close the books of the fund for the vear ended April 30, 1948 

b A balance sheet of the fund as of April 30, 1948 

c A statement of revenue, expenditures and surplus for the year ended April 30, 1948 
Information re Expendable Fund, for year ended April 30, 1948: 

















(1) Unappropriated surplus at May 1, 1947, consisting entirely of cash..... $ 2,350 
(2): Budget estimate of revenue... .....6 005.260 ses caewciaceins ons Memes 185,000 
(3) “Budget appropriations - occ. cscs sisc0.00.c os nsledeaupe so cles ea blomlece seer 178,600 





(4) Tax levy, $115,620, against which a reserve ot $4,000 is set for estimated 
losses in collection 
(5) Tax receipts, $112,246, with penalties of $310 in addition 
(6) Receipts from temporary loans $20,000, all of which were repaid during 
period, with interest of $300 
(7) Balance of encumbrances unliquidated, April 30, 1948................. 3,250 


146,421 















(10) Vouchers approved for payment of bonds falling due during the year, 
$5,000 and for interest on bonds, $2,000 






(11): Miscellaneous revenue received. .... 2c 0.s:00sesicce aoe seas saementee 74,319 
(12) Rebate of current year’s taxes collected in error. .:....5..60.ss0s00085 240 
(13) Warrants issued and payable onvdemand). «0:6: <0. .sis0's 224 seen neers 169,400 






(14) Refund on an expense voucher on which an excess payment was made. . 








78,600 


21,000 


74,319 
240 
69,400 
116 





